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Shipping Policy 


Problem Requires the Stoppage of a $50,000,000 Annual Loss 


Resulting from an Investment of Two Billion Dollars. 


Survey of 


the Many Complex Factors Which Must Be Considered in the 
Settlement of One of the Hardest of All the Post-War Puzzles. 


NEW national shipping policy 
A is being drafted at Washing- 

ton under which the Ship- 
ping Board will seek to curtail, if 
not end, its disastrous venture into 
the business of shipping, and trans- 
fer to private owners the bulk of 
the fleet it is now operating in the 
overseas trade at an annual loss of 
$50,000,000. 

The failure of the ship subsidy 
bill during the last Congress pre- 
cludes the possibility of the Ship- 
ping Board offering Federal aid as 
an inducement to private capital to 
take over the cream of a war-born 
marine that an outlay of more than 
three billion dollars and an unpar- 
alleled shipbuilding effort created 
under the spur of a great emer- 
gency. Nevertheless Chairman 
Lasker has announced that “the 
contemplated plans are inspired by 
the hope of bringing about the pas- 
sage of the lines and routes operat- 
ed by the Government into private 
hands, as mandated by law, with 
guaranteed obligation that such 
lines will be maintained for a term 
of years, thus insuring to ports and 
shippers continuous service.” 

A remarkably discouraging out- 
look confronts the Shipping Board. 

Shipping, throughout the world, 
is in the throes of depression. 

Nine million tons of vessels, 


representing an original investment 
of probably more than $2,000,000,- 
000, are idle, because there are 
more ships than cargoes. 

Shipbuilding has slumped below 
the pre-war rate of production and, 
in all markets except Germany, 
new tonnage can be acquired at 
prices below replacement values. 

Freight rates, after that memor- 
able meteoric rise due to the sub- 
marine menace and the post-war 
cry for ships to carry commodities 
to fill denuded stores the world 
over, have slumped to levels lower 
on many trades than those which 
prevailed in 1914. A fleet of five 
ocean-going steamers might be 
bought to-day for the freights that 
were paid for the carriage of a 
single cargo to Italy in 1918. 

And, at such a juncture, the 
American shipowner further 
handicapped because he must pay 
his crews wages that reflect the 
scale of compensation in force on 
the mainland and provide for the 
higher standards of living that ob- 
tain aboard ships of American reg- 
istry. 

It is in the face of such a situa- 
tion that the Shipping Board has 
decided, if possible, to get out of 
the shipping business. On March 
1, it had 388 ships, of 3,333,132 


deadweight tons operating indirect- 
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ly through thirty-nine American 
companies, which are guaranteed 
the payment of all operating costs 
and given a fixed share of the 
revenues derived from the carriage 
of freights and passengers regard- 
less of the financial outcome of any 
voyage. For these are the pro- 
visions of the much-discussed MO- 
4 contract. 

The network of freight services 
covers the world, and virtually all 
of the lines are devoted solely to 
the transportation of cargoes. The 
lines were started under the direc- 
tion of Congress, which ordered 
the Shipping Board to establish 
services regarded as essential for 
the promotion and expansion of 
American foreign trade, and to run 
them if it could not prevail upon 
private operators to purchase or 
charter American ships for the pur- 
pose. Six lines of passenger steam- 
ers have been inaugurated, under 
the direction of the Shipping 
Board, from the flotilla of German 
liners and the twenty-three post- 
war American-built passenger car- 
riers,—the United States Lines 
running from New York to Euro- 
pean ports; the Munson line that 
shattered speed records between 
South and North America; the 
Admiral line from Seattle to the 
Orient; the Pacific Mail line from 
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San Francisco to the Philippines 
and the Far East; the. newly estab- 
lished Pacific-Argentine-Brazil line 
from Pacific Coast ports to South 
America; and the Los Angeles 
Steamship Company service piying 
between Wilmington and Hono- 
lulu. 


Capital Uncertain 


This represents the active part of 
a fleet of 1376 vessels, of 9,829,508 
deadweight tons, the title to which 
remains with the Shipping Board 
after the outright sale of 300 steel 
ships and the disposal of all except 
seven of the ill-starred wooden 
steamers. While the disposition of 
the ships in commission is the most 
pressing problem, at this time, the 
question of what is to be done with 
the idle tonnage is inseparably 
linked with its solution. Until the 
haze of uncertainty as to the ulti- 
mate destination of the laid-up fleet 
is dispelled, the abiding fear that 
it might be later dumped upon the 
market at distress prices or run in 
competition with the ships sold at 
the outset is calculated to make 
capital anything but bold. 
he motive behind the war-time 
shipbuilding crusade was “ships— 
more ships.” ‘The fleet which the 
United States found in its posses- 
sion in May, 1922, when the end of 
the gigantic building program was 
signalized by the delivery on May 
9, 1922, of the 2311th ship,— 
the passenger liner, Western 
World,—was an emergency armada 
in many ways to be proud of but 
it was far from having that balance 
which its new mission of peaceful 
trade demanded. There were too 
many ships of the lake type, the 
three-island freighters capable of 
carrying from 3,000 to 5,000 tons. 
The machinery in many of the 
overseas types represented the will- 
ingness of the Government to ac- 
cept anything in a time of national 
crisis. It was never thought that 
the ships could compete in normal 
times with the most economically 
propelled and the most inexpensive- 
ly maintained merchantmen,—for 
such are the vessels, manned by 
the cheapest crews, that fix the 
freight rates of the world when 
supply overshadows demand or 
when the two factors are balanced. 
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Average Return 


In an industry where investment 
is subject to such great hazard, it is 
surprising that the average return 
should be so low as it is in shipping. 
Fairplay estimates the annual yield 
to be less than 6 per cent., while 
the cycle of depressions is seldom 
broken by profitable interims of 
more than two or three years. The 
lean years far outnumber the times 
of fat returns but booms pay such 
prodigal dividends that reserves 
are created and set aside to tide 
over the fruitless periods. Divi- 
dends were paid in 1922 by the 
large British companies from re- 
serves that were set up from fabu- 
lous profits accruing during the 
skyrocket freight revenues of the 
post-war boom. The experience of 
American investors shipping 
ventures of the past few years has 
been so bitter that they cannot be 
expected to enthuse over new en- 
terprises. Some of the largest 
financial institutions in the United 
States paid dearly for their experi- 
ence in financing shipping com- 
panies that contracted to pay from 
$165 to $225 a ton for the vessels 
which are to-day a drug on the 
market at $30. The failure of the 
ship subsidy legislations, which 
caused President Harding to warn 
Congress of “liquidation in hu- 
miliation,” and the frank admis- 
sions of administration leaders that 
American ships could not be run in 
competition with foreign vessels 
have not stimulated ship purchases. 
The bulk of privately owned Amer- 
ican ships, excepting the oil tank- 
ers, has withdrawn from overseas 
trade and sought refuge in the in- 
tercoastal service, protected from 
foreign competition. 

Thus it appears that the chance 
for the Shipping Board transfer- 
ring the fleet to private interests is 
far from promising. ‘There is, 
however, another side to the pic- 
ture. 


Shipping, having reached rock- 
bottom, is on the upturn. There 
are many signs of a _ hardening 
freight market. Modern vessels, 
of moderately new types, can be 
bought at world market prices 
ranging from $25 to $30 a ton,— 
less than one-half of what it would 
cost to lay new keels in the United 
States, and from $15 to $20 under 
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the replacement charge in the Brit- 
ish yards. The present size of the 
world’s fleet is smaller than it 


would have been had there never 
been a dislocating world war and 
building had continued at the nor- 
mal rate of 3,500,000 tons a year. 


Life of a Ship 


The economic life of a merchant 
ship is reckoned for most purposes 
at twenty years. Shipowners find 
a measure of solace in the fact that 
a vast proportion of the tonnage is 
at least superannuated if not obso- 
lete. _Lloyd’s recites latest figures 
that 7,068,449 gross tons are 25 
years old or more while 5,888,922 
gross tons has attained the age of 
twenty years, though yet under 
twenty-five. Eliminating new ton- 
nage owned by the Shipping Board, 
which may never cast off moorings 
again and the creaking thirteen mil- 
lion tons of ships which have passed 
their useful days, it is not beyond 
the realm of probability that the 
world, upon swinging back to its 
normal production and customary 
quota of interchangeable commodi- 
ties, will find itself, with a total of 
only 65,000,000 tons afloat, short of 
delivery facilities. Past experience 
has shown how swiftly freight rates 
ascend and ship values rise when 
there is even a slight squeeze. 

Frank recognition of this was 
made in the Shipping Board’s last 
annual report: “While a much 
greater percentage of foreign ton- 
nage is approaching the age when 
it will be desirable to replace it with 
new tonnage, than is true in the 
case of American vessels, the dif- 
ficulties of the present situation are 
largely caused by an excess of 
world tonnage and any absorption, 
whether in this market or in for- 
eign markets, tends to increase this 
excess and to establish higher values 
for all vessels,” it said. “The in- 
crease in value of the vessels due to 
the demand that will come in the 
next few years as a result of the 
growing age of the world’s tonnage 
should, however, more than com- 
pensate for the cost of upkeep 
during the period that must elapse 
before these factors become con- 
trolling ones.” 

What the future holds is a mat- 
ter of speculation but the record of 
the past has been written. 
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The Shipping Board candidly 
admits that the operating losses, 
without considering fixed charges 
for interest on the. capital invest- 
ment, depreciation or a_ reserve 
fund for repairs, are running about 
$50,000,000 a year. Every line, if 
figured on a commercial basis, 
shows a deficit. The leaks in reve- 
nue have been plugged as much as 
is possible under government opera- 
tion, it is officially contended. The 
situation, expressed graphically in 
red ink, shows that the fleet has 
been run by the following monthly 


drafts upon the Treasury: 
July, 1922 $2,783,096 
August 3,268,507 
September 3,652,769 
October 3,420,372 
November 3,457,621 
December 4,329,806 
Jan. 1923 4,942,337 


With these 
figures staring 
it in the face, 
the Shipping 
Board is trying 
to make = ar- 
ra ngements 
whereby pri- 
vate interests 
will purchase 
ships for the 
maintenance of 
vital trade 
routes, with the 
binding provi- 
sion that regular 
sailings be con- 
tmued over a 
period of years. 
The three great 
American ship- 
ping groups, — 
the shipowners, 
shipbuilders and 
operators, have 
been called into 
conference to state their views, 
and the counsel of the bankers is to 
be sought before the new plan is 
prefected. These practical men, 
seasoned by years of experience, 
have been markedly reserved in pre- 
dicting that a complete or reason- 
ably full transformation can be 
effected. 

The Shipping Board, balked in 
its fight for subsidies, is invested 
with broad powers under the Mer- 
chant Marine Act of 1920, that 
might be used at this tim. to stim- 
ulate sales. It can set in motion 
machinery for the enforcement of 
two sections in that Act, which, 
together with the dynamite-laden 


Left 


In charge of United States Shipping 
to right—W. J. 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


section 34 directing the President 
to abrogate existing commercial 
treaties that prevent the introduc- 
tion of a system of discriminatory 
duties, have never been applied. 
The law authorizes the Shipping 
3oard to recommend to the Presi- 
dent, when it finds adequate ser- 
vices exist under the American 
flag, the extension of the coastwise 
laws to the Philippines, so that the 
carrying trade might be limited to 
ships of American registry. It is 
within its discretionary powers to 
ask the Interstate Commerce Com- 
mission to prohibit railroads from 


Love, A. D. Lasker and J. B. 


granting preferential rail rates on 


export shipments unless they be 
shipped overseas in American bot- 
toms. 


Coastwise Laws 


It is manifest that the extension 
of the coastwise laws would in- 
crease the need for American ships 
on a route now widely served by 
both passenger and freight carriers. 
Official estimates upon which the 
Shipping Board based its resolution 
to urge a Presidential proclamation 
advised that 21 more vessels should 
be pressed into trade before for- 
mal action was taken. Fear of 
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commercial reverses through for- 
eign competition could well be dis- 
missed if the possibility of Filipino 
independence were dismissed. 

There is a sharp division of 
opinion as to what effects would 
follow the enforcement of the sec- 
tion limiting preferential rail rates 
to exports moving in American 
bottoms. It would be of primary 
benefit to the trans-Pacific lines. 
Indeed the aid was incorporated in 
the Merchant Marine Act to offset 
the advantages Japanese lines have, 
through cheaper operation, over the 
American-flag lines plying from 
Pacific Coast 
ports to the Ori- 
ent. Singularly, 
the Interstate 
Commerce Com- 
mission urges 
the repeal of the 
section and pre- 
dicts it would 
create great cha- 
os in transporta- 
tion, shattering 
rate structures 
and causing 
diversion of 
freight ruinous 
to certain ports. 

President 
Harding has 
announced that 
he will not can- 
cel trade treat- 
ies so that ship- 
pers might be 
induced to con- 
sign their im- 
ports to Ameri- 
can ships by the 
lure of lower 
duties. Congress 
does not meet until next December 
so that it is out of the question to 
talk of a helpful revision of the Sea- 
men’s Act, the equalization of crew 
costs by paying seagoing Americans 
retainers for enrollment in a mer- 
chant marine naval reserve, or even 
operating economies growing out of 
the contemplated recodification of 
the navigation laws. 


Small 


Destruction of Ships 


One destructive step would bring 
general constructive good to.Amer- 
ican and world shipping, it is gen- 
erally agreed. Numbered among 
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the 864 steel ships in the idle fleet 
are perhaps two or three hundred 
vessels that are unfit for commer- 
cial operations because it would 
cost more to recondition them than 
they would be worth. Poor design, 
faulty rivetting, inefficient motive 
power and other deficiencies make 
scores fit subjects for the scrap 
heap. Recognizing this unhappy 
fact, the Merchant Marine Joint 
Committee, composed of the three 
representative American shipping 
groups, memorialized the Shipping 
Board early in March to take the 
lead in ridding the industry of the 
obsolete and commercially unfit 
tonnage by junking its share of 
worthless steel vessels. A careful 
survey is now being made to de- 
termine what should properly be 
the fate of every idle ship in the 
laid-up fleet and Commissioner 


Lissner has announced that an in- 
tegral part of the new plan will be 
definite assurance as to what por- 
tion is to be scrapped and what 
part is to be offered to foreign pur- 


chasers. 


Selling and Scrapping 


The emergency shipbuilding pro- 
gram resulted in the production of 
an ill-balanced fleet, with a surplus 
of small ships, a shortage of 
freighters capable of express speed 
and a sharp deficiency in swift pas- 
senger liners. The Great Lakes 
shipyards, producing 448 steel ves- 
sels ranging from 2500 to 4200 tons 
in size, contributed more small car- 
riers than could possibly be used by 
American companies. While ini- 
tial costs were utterly disregarded 
and the ships offered to domestic 
interests for $76,000 in cash, the 
market failed to absorb 250 of this 
fleet. So long as they remain “in 
tie-up,’ from which they might be 
“broken out” if freight rates ad- 
vanced sharply enough, the lakers 
cast a bearish influence over the 
going fleet. If they were sold 
abroad, it could be arranged so they 
would not come into competition 
with the American overseas ships 
and their retention would not serve 
to bolster up a merchant marine. 

By sending two hundred ships 
to the’ scrap heap and selling 300 
of the lake-type abroad, the Ship- 
ping Board would go a long way 
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toward making its contribution to 
the recovery of the industry. But 
this raises the question of whether 
the commissioners would have the 
nerve to sink or sell at junk prices 
vessels that cost hundreds of mil- 
lions to float. With full knowledge 
that a scrapping program would 
hasten the period of higher ocean 
carrying charges, would such a step 
meet with commercial approval? 
Would President Harding and 
other political leaders endorse a 
policy of partial destruction, to the 
benefit of all maritime nations and 
at the expense of Americans? 
There is reason to believe that there 
will be ruthless elimination of clear- 
ly unfit ships, despite the dema- 
gogic squawks that doubtless will 
resound. 


Routes, the Unit of Sale 


While the new policy has not 
been rounded out, the Shipping 
Board has indicated clearly that 
routes, not ships, will be the unit of 
sale. The world market price will 
be the basis upon which the ships 
are offered, the unanswered ques- 
tion being how far from this line 
the commissioners will depart. 
Guarantees that the routes will be 
maintained over a period of years 
will be exacted, it was announced 
at the outset, so that the purchasers 
must weigh the possibility of in- 
curring temporary losses on trades 
that eventually might be expected 
to show returns. As greatly as it 
would be desired from the commer- 
cial standpoint, the Shipping Board 
can give no binding pledge that it 
will retire from operations and 
liquidate upon the expiration of a 
certain number of years. While 
reasonable to presume that the pur- 
chaser of a trade route would be 
guaranteed from government com- 
petition, there can be no assurance, 
of course, that other private lines 
will not invade the berth if it be- 
came profitable. 

The financial history of Amer- 
ican steamship companies in the 
foreign trade, if the post-war boom 
is excepted, is so thin and sketchy 
as to be of little value. The few 
lines that managed to keep the 
stars and stripes in foreign ports 
admittedly existed on very mod- 
erate returns, but it is true that the 
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conditions were the parallel of the 
present. It is well to remember 
that the big item in shipping is cap- 
ital charges based upon the initial 
investment. Outlays for crew 
costs pale into insignificance com- 
pared with the difference in cap- 
ital costs of the freighter built at 
$65 a ton in an American yard and 
one constructed at $40 a ton in a 
foreign yard. 

If crew costs were the decisive 
factor, it is obvious the British 
could never have won first place 
on the seas. 


As In Investment 


Viewed in a cold, impartial light, 
it appears that the soundness of an 
investment in an American ship 
under the present circumstances 
depends upon the price at which it 
can be acquired, the experience 
and stability of its operator and the 
potentialities of the trade route on 
which it is to ply. If the testimony 
of four successive chairmen of the 
Shipping Board is worth anything, 
private operation is so much more 
efficient than government operation 
that routes now maintained at a 
moderate loss might be expected to 
break even under the spur of pri- 
vate initiative. The cost of pio- 
neering, which has been prohibitive 
to Americans in the past, has been 
borne to a measurable extent by the 
commercial invasions of the gov- 
ernment. 

The recovery of shipping is di- 
rectly dependent upon increased 
world production and the creation 
of cargoes. There is no industry 
that more faithfully reflects disloca- 
tions due to international differ- 
ences or mirrors their ill-effects. 
If index figures are to be trusted 
ocean freight rates are out of line 
with the level of wholesale prices 
and may reasonably be expected to 
advance for the Department of 
Commerce’s averages show charter 
hires at 109 compared with a com- 
modity index of 160. 


The Coal & Iron National Bank of 
New York has appointed John M. Ross 
as vice-president of the bank. Mr. Ross 
has been recently identified with the 
Lowry National Bank of Atlanta, Ga., 
as vice-president. 


= 


How Europe May Gain America’s Help 


As America Has Not the Right to Make Demands, 


the Great 


Questions Can Only Be Approached on the Ba is of America Ob- 
taining Agreements in Exchange for the Aid We Can Render. Part 
Cancellation Probable if It Would Assure Greater Net Income. 


before the convention of the In- 

ternational Chamber of Com- 
merce in Rome, Fred O. Kent, vice- 
president of the Bankers Trust 
Company of New York and Chair- 
man of the Commission represent- 
ing the American Bankers Associa- 
tion in the meeting told the dele- 
gates how Europe might proceed 
to gain America’s aid in restoring 
business and trade. He said: 


ie the course of his address 


To Begin Negotiation 


“The crying need of both Europe 
and America, from the standpoint 
of humanity, is for better under- 
standing and unhampered trade, 
and only co-operation between Eu- 
rope and America will bring this 
about, unless we choose to go 
through a long period of trying 
times first. It would, therefore, 
seem distinctly proper for America 
to endeavor to effect negotiations 
with European countries which 
would result in bringing into force 
every opportunity for co-operation 
which may exist. As Americ? has 
not the right to demand thar the 
budgets of Eurepean countries he 
brought into order and that infa- 
tion be stopped, and that repara- 
tions be agreed upon as to amount 
and methods of payment, and that 
mutual understandings between the 
\llies and Germany be developed, 
these matters can only be ap- 
proached on the basis of America’s 
obtaining agreements from Euro- 
pean countries aimed to help them 
accomplish the things which they 
desire in exchange for somethiny 
which America may be able to give 
in return that will be of value to 
{uropean peoples. The question is, 
therefore, what has America that 
she can give to Europe in exchange 
for agreements which she believes, 
if carried out, would result in in- 
creasing the trade and commerce 
of the United States in sufficient 
volume to justify such action. 


Taxation and Income 


“From the standpoint of the in- 
terests of America the two ques- 
tions of primary importance, out- 
side of the very great and natural 
desire of our people for the happi- 
ness and comfort of all peoples, are, 
first, what taxation will be neces- 
sary to meet the requirements of 
our government, and, second, what 
income will be left to the American 
people after the payment of taxes. 
Treating them together, the fol- 
lowing statement may be accepted 
as being axiomatic : 

“If the Allied debts are paid in full 
the people of the United States will not 
have to meet Liberty bonds outstanding 
against them through taxation. 

“If the buying power of Europe is 
not restored without a further slump, 
the total national income of the people 
of the United States will be less than 
will otherwise be true. 

“If America and Europe cannot co- 
operate, the buying power of Europe will 
not be restored as quickly as if they 
do co-operate wholeheartedly. 

“Tf a portion of the Allied debts can 
be cancelled in exchange for agreements 
which will promptly place European 
countries on a sound economic basis, 
the restoration of the buying power of 
Europe will be greatly accelerated, and 
the total national income of America 
will be increased. ; 

“If the increase in the total national 
income of America is greater after de- 
ducting such taxes as would be neces- 
sary to cover the portion of the Allied 
debts cancelled, because of the greater 
buying power of Europe brought about 
by means of such cancellation, the people 
of the United States would be the richer 
through such operation. 


Would Be Popular 


“There would seem no doubt but 
that everyone in the United States 
would vote for the cancellation of 
a part of the Allied indebtedness 
if such cancellation would assure 
them of a greater national net in- 
come, with economic peace and 
greater happiness on the part of all 
people. 

“The real question, therefore, 
that confronts us is whether it 
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would be possible for us to -co- 
operate with European govern- 
ments along such lines that in ex- 
change for the cancellation of a 
portion of the Allied indebtedness 
to the United States they will give 
us agreements aiming to correct 
those things in their countries which 
are at present economically un- 
sound, and whose correction is 
necessary be:ore peace and_ pros- 
perity can return to their countries 
in sufficient measure to enable their 
prompt economic upbuilding. 


Harmful Cancellation 


“It is not conceivable how the 
mere cancellation of the Inter- 
Allied indebtedness, regardless of 
any question of justice, could be 
anything but harmful, unless ac- 
companied by economic readjust- 
ment all along the line that would 
bring about economic stability. 
Mere cancellation would have a 
tendency to encourage those forces 
in Europe which tend to extrava- 
gance in government in all of its 
departments, civil and _ military. 
Any such development would be 
one of the worst things that could 
happen, and the good of the whole 
world demands that it not be done. 
Further, even if agreements were 
obtainable along the lines mentioned 
they could not be made effective un- 
less at the same time the whole re- 
paration tangle is settled once and 
for all and arrangements are made 
that would enable the stabilization 
of the German situation. Insofar 
as it can be seen at the moment, 
the ability of Germany to pay her 
reparations before the lapse of 
many years depends largely upon 
whether she can obtain an external 
loan, and whether such loan, if 
obtainable, is properly made use of. 
At the same time, therefore, that 
negotiations are being carried on in 
connection with any possible trad- 
ing of a portion of the Allied in- 
debtedness against agreement that 
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will lay a better foundation for 
progress toward prosperity in 
Europe, positive agreements must 
be made between the Allies and 
Germany in connections with re- 
parations, including the amount and 
methods and times of payment that 
can and will be lived up to—or, in 
other words, that can be accepted 
in sincerity by both sides. 

“A loan to Germany could not 
be placed in the United States to- 
day, and no such loan 
can probably be placea 
in America that does not 
come ahead of repara- 
tions for many years. 
No loan could be made to 
Germany in which the 
United States had a part 
that did not come ahead 
of reparations, unless the 
Allies desired to have 
such a loan made, for 
without their consent a 
German loan could not 
come ahead of repara- 
tions. If a loan were 
made to Germany on this 
basis against agreements 
received from Germany 
as to the payment of rep- 
arations, and such other 
matters as may be found 
desirable or necessary to 
make the loan good, any 
breaking of such agree- 
ments on the part of 
Germany would destroy 
her credit for genera- 
tions, which would give 
them a force that would 
not be carried in treaty 
agreements, as the whole 
of commercial and in- 
dustrial Germany would 
be opposed to any action 
which might destroy the 
foreign credit of Ger- 
many,- whereas vicious politics 
might easily result in the breaking 
of any treaty agreements. A loan 
to Germany of sufficient size to 
restore her economic situation on a 
sound basis and enable her to make 
progress toward paying reparations, 
and which came ahead of repara- 
tions, with a stabilized Europe, 
would be absolutely good, and if it 
were being made at the request 
and for the benefit of the Euro- 
pean Allied countries, it could un- 
doubtedly be placed in the United 
States. 
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“It must be admitted that no 
force exists today in the American 
Government which would permit 
negotiations such as those outlined. 
The American Congress alone car- 
ries within it the power to au- 
thorize, or instruct, the Adminis- 
tration to act in matters of this 


kind. But the American Congress 
is the servant of the American peo- 
ple when the people choose to make 
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New York Banker chosen President International Chamber of 


Commerce 


it so. An overwhelming American 
public opinion will be recognized 
by Congress beyond any question 
of doubt. 

“But no such public opinion can 
be aroused in any country without a 
definite plan of procedure that car- 
ries within it the elements of suc- 
cess. And whose duty is it to con- 
struct such a plan? None other 
than the business interests of the 
world, because it is a _ business 
problem.” 
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New President 


Willis H. Booth, vice-president 
of the Guaranty Trust Company 
of New York, who on March 25 
was elected president of the Inter- 
national Chamber of Commerce, at 
its convention in Rome, began his 
banking career in 1905 as vice- 
president of the Equitable Savings 
Bank of Los Angeles. In 1911, this 
institution was consolidated with 
the Security Trust and 
Savings Bank of Los 
Angeles of which Mr. 
Booth became vice-presi- 
dent and also of the 
Southem Trust Com- 
pany. These positions 
he has held continuously 
since that time. In ad- 
dition he has served as 
vice-president of the Se- 
curity National Bank 
since 1914. In 1918 he 
took up his residence in 
New York City, as vice- 
president of the Guar- 
anty Trust Company. 

In addition to his 
banking activities, Mr. 
Booth has many large 
and important industrial 
interests. In 1910, he 
established the Hotpoint 
Electric Heating Com- 
pany which was later 
merged with the Hughes 
Electric Company and 
the electric heating divi- 
sion of the General Elec- 
tric Company under the 
name of Edison Electric 
Appliance Company with 
factories in California, 
Chicago and Canada. He 
is chairman of the board 
and of the Executive 
Committee of this cor- 
poration. 


Economic Conference 


The Finance Section of the Con- 
gress under the Chairmanship of 
Mr. Booth enthusiastically approved 
a resolution presented by the Ameri- 
can members which resolution in- 
vited all governments to join an in- 
ternational conference of the world’s 
business men to settle Europe’s fi- 
nancial and economic problems. 
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The New Bank Tax Law 


By THOMAS B. PATON 


General Counsel American Bankers Association 


Permits the State to Impose One of Three Forms of Taxation 
Upon National Banks or Their Shareholders—Taxation of Shares; 
Inclusion of Dividends Derived from Shares in the Taxable In- 
come of the Owner, or Taxation of Income of 


ONGRESS, during the closing 
days of its last session, en- 
acted the following law 

amending Section 5,219 United 
States Revised Statutes, which per- 
mits the states subject to certain 
restrictions, to impose taxation 
upon national banks or their share- 


holders : 
[Pustic—No. 518—67rH Concress] 
[H. R. 11939.] 

An Act To amend section 5219 of the 

Revised Statutes of the United States. 

Be it enacted by the Senate and House 
of Representatives of the United States 
of America in Congress assembled, That 
section 5219 of the Revised Statutes of 
the United States be, and the same is 
hereby, amended so as to read as follows: 

“Sec. 5219. The legislature of each 
State may determine and direct, subject 
to the provisions of this section, the 
manner and place of taxing all the shares 
of national banking associations located 
within its limits. The several states 
may tax said shares, or include dividends 
derived therefrom in the taxable income 
of an owner or holder thereof, or tax 
the income of such associations, provided 
=, following conditions are complied 
with: 

“1. (a) The imposition by said state 
of any one of the above three forms of 
taxation shall be in lieu of the others. 

“(b) In the case of a tax on said 
shares the tax imposed shall not be at a 
greater rate than is assessed upon other 
moneyed capital in the hands of individ- 
ual citizens of such state coming into 
competition with the business of national 
banks: Provided, That bonds, notes, or 
other evidences of indebtedness in the 
hands of individual citizens not em- 
ployed or engaged in the banking or in- 
vestment business and_ representing 
merely personal investments not made in 
competition with such business, shall not 
be deemed moneyed capital within the 
meaning of this section. 

“(c) In case of a tax on the net in- 
come of an association, the rate shall not 
be higher than the rate assessed upon 
other financial corporations nor higher 
than the highest of the rates assessed by 
the taxing state upon the net income of 
mercantile, manufacturing, and business 
corporations doing business within its 
limits. 

“(d) In case the dividends derived 
from the said shares are taxed, the tax 
shall not be at a greater rate than is as- 
sessed upon the net income from other 
moneyed capital. 


“2. The shares or the net income as 
above provided of any national banking 
association owned by nonresidents of any 
state, or the dividends on such shares 
owned by such nonresidents, shall be 
taxed in the taxing district where the 
association is located and not elsewhere; 
and such associations shall make return 
of such income and pay the tax thereon 
as agent of such nonresident sharehold- 
ers. 
“3. Nothing herein shall be construed 
to exempt the real property of associa- 
tions from taxation in any state or in 
any subdivision thereof, to the same ex- 
tent, according to its value, as other real 
property is taxed. 

“4. The provisions of section 5219 of 
the Revised Statutes of the United States 
as heretofore in force shall not prevent 
the legalizing, ratifying, or confirming by 
the states of any tax heretofore paid, 
levied, or assessed upon the shares of 
national banks, or the collecting thereof, 
to the extent that such tax would be 
valid under said section.” 

Approved, March 4, 1923. 


This law, which is virtually the 
bill advocated by the Special Com- 
mittee on Taxation of the Ameri- 
can Bankers Association, supplants 
the former Section 5,219 which, for 
more than fifty years down to 
March 4, 1923, was as follows: 

Sec. 5219. Nothing herein shall pre- 
vent all the shares in any association 
from being included in the valuation of 
the personal property of the owner or 
holder of such shares, in assessing taxes 
imposed by authority of the state within 
which the association is located; but the 
legislature of each state may determine 
and direct the manner and place of tax- 
ing all the shares of national banking 
associations located within the state, sub- 
ject only to the two restrictions, that the 
taxation shall not be at a greater rate 
than is assessed upon other moneyed cap- 
ital in the hands of individual citizens of 
such state, and that the shares of any 
national banking association owned by 
non-residents of any state shall be taxed 
in the city or town, where the bank is 
located, and not elsewhere. Nothing 
herein shall be construed to exempt the 
real property of associations from either 
state, county or municipal taxes, to the 
same extent, according to its value, as 
other real property is taxed. 


History Underlying Amendment 


The movement for an amend- 
639 


National Banks 


ment may be briefly told. In June, 
1921, the Supreme Court of the 
United States in Merchants 
National Bank v. City of Rich- 
mond, held that Section 5,219 was 
violated when an aggregate tax for 
state and local purposes was levied 
in Virginia upon national bank 
shares of $1.75 per $100 of valua- 
tion while other moneyed capital in 
the hands of individual citizens in 
the form of intangible property 
such as bonds, notes and other evi- 
dences of indebtedness, a material 
portion of such was said to be in 
competition with national banks, 
was taxed at an aggregate of only 
95 cents per $100 of valuation. 

In view of the fact that a num- 
ber of states had departed from 
the general property system of tax- 
ation and adopted a classified sys- 
tem, under which such intangibles 
were classified and favored by a 
much lower rate of taxation than 
was assessed upon national bank 
shares, this decision led the Tax 
Commissioners of a number of 
states to seek an amendment of 
Section 5,219 which would permit 
the continuance of such discrimina- 
tory systems. ‘The movement was, 
therefore, initiated by the Tax Com- 
missioners. 


Tax Commissioners’ Bill 


The form of amendment urged 
by the Tax Commissioners was con- 
tained in H. R. 9,579 introduced 
on December 15, 1921, which in sub- 
stance permitted the states to tax 
either the shares or the income of 
national banks to any extent they 
pleased, provided only the shares 
or income of state banks or trust 
companies were equally taxed; it 
also permitted, additionally, the in- 
clusion of the dividends of the 
shareholder as a part of his indi- 
vidual income provided incomes 
from state bank and trust company 
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shares were equally taxed; and 
finally, in view of suits pending and 
threatened in some of the states to 
have prior taxes adjudged illegal 
and invalid, the bill also contained 
a retroactive provision, legalizing 
all back taxes upon national bank 
shares, provided they accorded with 
the provisions of the proposed bill. 

Promptly following the introduc- 
tion of this legislation, a Special 
Committee on Taxation was ap- 
pointed by the American Bankers 
\ssociation which opposed any at- 
tempt to permit the states to put 
banks in a class by themselves for 
purposes of taxation and contended 
that if any amendment to Section 
5,219 was needed, the principle that 
the taxation should not be greater 
than upon other moneyed capital in 
the hands of individual citizens 
should be preserved and such prin- 
cipie simply extended so as to per- 
mit of income taxation by any state 
so desiring, as a substitute for taxa- 
tion of the shares. The retroac- 
tive provision was also opposed 
on the ground that as matter of 
principle, aside from any question 
of constitutionality or effectiveness, 
Congress should not, after passing 
a law for the protection of banks, 
retroactively remove the protec- 
tion when the banks invoked it; it 
was urged that this would create a 
bad precedent and amount in sub- 
stance to a recall of judicial deci- 
sions. It was contended that the 
utmost te which a retroactive provi- 
sion should go would be to legalize 
taxation which would have been 
lawful if levied in accordance with 
the law in force at the time of the 
levy. 


House Passes Bankers’ Bill 


After extended hearings before 
the House Committee on Banking 
and Currency, that Committee re- 
jected the Tax Commissioners’ bill 
and reported and the House on 
June 4, 1922, pased a bill, H. R. 
11,939 which, in the main accorded 
with the contentions of the bankers. 
The bill in substance provided for 
the taxation of shares of national 
banks at no greater rate than upon 
other moneyed capital in the hands 
of ‘individual citizens of the state 
coming into competition with the 
business of national banks and that 
in any state where a tax, in lieu of 
a property tax, was levied upon the 
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net income derived from other 
moneyed capital, the state might im- 
pose a tax on the income of the 
bank, in lieu of a share tax, but 
not at a greater rate than was as- 
sessed upon the net income of such 
other moneyed capital. It also pro- 
vided a retroactive clause which 
would permit the states to legalize 
back taxes but only to the extent 
they would be in accord with the 
foregoing provisions. 

The scene of action then shifted 
to the Senate. Senator Kellogg in 
behalf of the Tax Commissioners 
introduced a bill to permit the 
states to tax the shares or the in- 
come of national banks at no greater 
rate. than upon other moneyed capi- 
tal “employed in the business of 
banking” and containing the same 
objectionable retroactive clause pro- 
vided in the original: Tax Commis- 
sioners bill introduced in the House. 
The bankers opposed this bill as 
virtually placing banking capital in 
a class by itself subject to unlimited 
power of taxation and they made 
the same objections, as in the 
House, to the retroactive clause. 
At this stage of the controversy in- 
formal conferences: were held with 
the Tax Commissioners, looking to 
a possible basis of agreement on the 
theory that banks might be classed 
with mercantile and manufacturing 
corporations upon an equality of 
tax burdens; but while this was 
deemed practicable as to income 
taxation, it was rejected as im- 
practicable as to property taxation, 
and the negotiations came to 
naught. 


Bill 
Senate 


Objectionable 


Passed by 


Finally, the Senate on January 
23, 1923, passed the House bill by 
striking out all after the enacting 
clause and substituting a form of 
law which, while evidently intended 
as a compromise, nevertheless ac- 
corded in the main with the legisla- 
tion desired by the Tax Commis- 
sioners. In brief, the bill gave per- 
mission to the states to tax the 
shareholder upon his shares or upon 
the income derived from his shares 
or to tax the bank upon its in- 
come, restricting the permission to 
only one of the three forms of taxa- 
tion. In case of share taxation, 
the rate was not to be higher than 
applicable to other moneyed capital 
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employed in banking with a proviso 
that whenever the shares in mer- 
cantile, manufacturing or business 
corporations were taxed, the rate 
applied to bank shares should not 
exceed the average of the rates ap- 
plied to such corporations or to 
such of them as were taxed in the 
state. In the case of a tax on the 
net income of a bank, it was pro- 
vided that the rate should “not be 
higher than the highest of the rates 
imposed by the taxing state upon 
the net income of mercantile, 
manufacturing and/or financial cor- 
porations doing business within its 
limits.” The bill provided a_re- 
troactive clause permitting the 
states, so far as Congress was con- 
cerned, to legalize or retain past 
illegal taxes upon national bank 
shares if not greater than imposed 
upon siate banks or trust companies. 

Objections were immediately 
framed and urged by the Bankers’ 
Special Committee on Taxation to 
the bill as passed by the Senate. 
It was pointed out that in the case 
of share taxation, any state miglit, 
and many do, exempt the shares 
of mercantile, manufacturing or 
business corporations taxa- 
tion and tax such corporations by 
other methods and this would leave 
“other moneyed capital employed in 
the business of banking” as_ the 
only protective limit. Also in the 
case of income taxation, the Senate 
bill would likewise permit the states 
to classify banks and tax them at 
the highest income rate. In short, 
in its final analysis, the bill per 
mitted the states to put banking 
capital in a class by itself, either 
for purpose of share or income 
taxation, without any protective 
limitation. The former objections 
to the retroactive clause were also 
reiterated. 

As a final result, this bill was de- 
feated. The House of Representa- 
tives having disagreed to the Senate 
amendments, conferees of both 
Houses were appointed and after 
numerous hearings running through 
a period of four weeks they failed 
to agree. On February 27, the 
House Conferees reported their in- 
ability to agree and upon their rec 
ommendation, the House of Rep- 
resentatives, on that day, followed 
by the Senate on March 1, passed 
the bill set out at the head of this 
article which, by approval of the 
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President on March 4, is now law. 
Analysis of the New Law 


The new law, it is seen, permits 
the states to impose either one, but 
only one, of three forms of taxa- 
tion upon national banks or their 
shareholders, namely : 

1. Taxation of shares of 

banking associations. 

2. Inclusion of dividends derived from 
shares in the taxable income of the 
owner. 

3, Taxation of 
banks. 

In case the shares are taxed as 
the property of the shareholders, 
the same protective restriction is 
provided as in the former law, 
namely, that the rate shall not be 
greater “than is assessed upon other 
moneyed capital in the hands of in- 
dividual citizens of such state.” 
The new law adds “coming into 
competition with the business of 
national banks.” This latter phrase 
is merely a statutory declaration 
of what the Supreme Court has 
repeatedly decided. The new law 
also adds a proviso that “bonds, 
notes or other evidence of indebted- 
ness in the hands of individual 
citizens not employed in the bank- 
ing or investment business and rep- 
resenting merely personal invest- 
ments not made in competition with 
such business shall not be deemed 
moneved capital” within the mean- 


national 


income of national 


Association 
Florida..St. Petersburg 
Louisiana.. Shreveport 
Executive Council 

A. B. 
Westchester-Biltmore 
Country Club, Rye 
N. Y. 


Date 
April 
April 
April 


13-14 
18-19 
23-26 


Nat Foreign 
Council 
New Orleans, La. 
Arkansas ..Little Rock 
North Carolina 
Pinehurst 
U. S. Chamber of Com- 
merce, Waldorf-Astoria 
New York 
Mississippi ... Meridian 
Georgia 
Tennessee 


ing of the law. This proviso dif- 
ferentiates and excludes from com- 
petitive moneyed capital, personal 
investments in the hands of the 
noncompeting private investor. 
Prior to the Richmond decision, it 
was generally understood that such 
private investments were noncom- 
petitive and state laws classifying 
and imposing a lower rate upon 
such intangibles were built upon 
that theory. The decision of the 
Supreme Court was based on an al- 
legation and proof of fact, not con- 
troverted, that such class of intangi- 
bles were in actual competition with 
national banks. Under the proviso 
of the new law, the states will be 
permitted to tax personal invest- 
ments at a lower rate when not in 
fact in competition with national 
banks. 

The new law provides, as an al- 
ternative for taxation on the 
shares, a tax on the net income of 
a national bank and it protects the 
bank against excessive taxation by 
the state by a provision that the 
rate shall not be higher than that 
assessed upon other financial cor- 
porations nor higher than the high- 
est rate assessed upon the net in- 
come of mercantile, manufacturing 
and business corporations doing 
business within its limits. It would 
seem that this is an adequate pro- 
tection to national banks in the 


Convention Calendar 


Date 
Mav 


Association 
Maryland 
Atlantic City, N. J. 


Alabama 


16-17 
May 


May 
May 


Missouri 
Pennsylvania 
Atlantic City, N. J. 
May California 
Long Beach 
May 
May Virginia 
Richmond 
Reserve City Bankers.. 
French Lick, Ind. 
Oklahoma 
Oklahoma City 
8-9 Nevada Winnemucca 


May 
May 


June 
June 
June 


New York ....' 


Ames 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 641 


case of taxation upon its income. 
In the first place, the rate cannot 
be higher than that imposed upon a 
state bank and while some of the 
classes of mercantile, manufactur- 
ing and business corporations may 
be favored as compared with the 
banks, the rate cannot be higher 
than the highest of the rates as- 
sessed upon at least one of such 
classes. 

Should any _ state require the 
shareholder of a national bank to 
include his dividends in his taxable 
income, the rate cannot be greater 
than is assessed upon the net in- 
come from other moneyed capital 
and furthermore the state in such 
case cannot, nor can any subdi- 
vision of the state, impose a tax on 
the shares or on the income of the 
bank. 

The new law contains a similar 
provision to that of the old law 
covering taxation of nonresident 
shareholders at the place of the 
bank, extending such provision to 
income taxation ; and it also retains 
the provision of the former law 
covering taxation of the bank’s real 
estate. The retroactive clause ac- 
cords with the contention of the 
bankers. It simply permits the 
legalizing of prior invalid taxes to 
the extent they would have been 
valid under the law in force at the 
time they were levied. 


Date 


June 


Association 
Association of National 
Credit Men 

Atlanta, Ga. 
Michigan 
Detroit and Lake Trip 
Wisconsin 


12-15 


15-16 
18-22 


June 
June 
June 19-20 
Milwaukee 
South Dakota 
Rapid City 
Toledo 
followed by Lake Trip 
Illinois 
North Dak., Bismarck.. 
Amer. Inst. of Banking 
Cleveland. O. 
Kentucky 


June 
June 
June 


June 
July 


27-29 
17-20 


Sept. 

Louisville 

A. B. A., Atlantic City 
Investment Bankers 

Washington, D. C. 


Sept. 
Oct. 


| 
Montgomery 
May 2-4 
May 3-4 
May 3-5 
May 7-10 
May 8-9 f 
May 10-12 
May 15-16 
Chattanooga 
May 45-17 Texas ....«. ...Dallas 


Some of the Major Problems 


are reliable in other things, 

tell about the rum-ships 
which come up to New York and 
cruise about just beyond the three- 
mile limit until they have an oppor- 
tunity to discharge their cargoes. 
Recently the fleet consisted of thirty 
vessels of various sizes. The gen- 
eral public reads of this imperson- 
ally, a matter of no immediate con- 
cern and there is no discernible re- 
sentment of what is brazen flouting 
of our laws against the importation 
of liquor. 

The indifference of public opinion 
as to what is going on reduces to a 
minimum the efficiency of the in- 
sufficient organization the govern- 
ment now has for enforcing the 
law. If public opinion were out- 
raged over the contempt for the law 
of which the fleet off shore is a 
gigantic exhibit, ways would be 
found with little loss of time to 
make bootlegging more hazardous 
and less profitable. But in this, as 
in all other things the public pays 
for its indifference. The great price 
in this case of placidly, even humor- 
ously countenancing law-breaking 
on a wholesale scale is in the evils 
attending a growing disrespect for 
all law. 

Every spectacular and successful 
infraction of the statutes is a nation- 


Bier day newspapers which 
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wide lowering of respect for all law, 
an encouragement to the morally 
weak to yield to temptation. The 
evil-breeding thought that it is “all 
right if you can get away with it” 
grows apace because of the exist- 
ence of this lethargic public opinion. 

Slave-trading ships discharged 
their cargoes of black men on our 
shores long after this form of 
“trade” was prohibited. So firmly 
fixed was the traffic in that far off 
time that it was difficult then for 
men to understand that its end was 
approaching. Not until the captain 
of a slave-trader had been hung in 
New York harbor did the traffic 
really cease and not until public 
opinion awakes to the far-reaching 
evil which attends contempt for law 
will the government vigorously and 
effectively put an end to this piece 
of national hypocrisy! 

Many thinkers have voiced warn- 
ings of the danger of the break- 
down of civilization in Europe; the 
warnings always fall on incredulous 
ears, a mental state not to be won- 
dered at when America’s greatest 
city day by day tolerates what is a 
veritable pirate fleet at its very en- 
trance! 

Banking which rests on law can 
not be indifferent to a lowering of 
respect for the law. 


The Exempt Securities 


There was a time when it was 
considered to be good business and 
good morals for the state to give its 
sanction to the use of the lottery to 
finance worthy enterprises. Event- 
ually public opinion became cogni- 
zant of the evil which attended the 
practice and lotteries became out- 
lawed. There was a time also when 
townships as well as larger subdi- 
visions bonded themselves to aid in 
the construction of railways pri- 
vately owned, but in time that prac- 
tice having served its purpose, died 
out. The exemption from taxation 
of bond issues, once deemed a laud- 
able way to add to the speed with 
which money might be raised, now 
seems destined to be placed in the 


class of financial practices which are 
no longer to be considered good 
public policy. The Committee on 
the Judiciary of the U. S. Senate to 
whom was referred a_ resolution 
proposing an amendment to the 
Constitution which would end tax 
exemptions did not get very far 
with its hearings before Congress 
adjourned but when the new Con- 
gress assembles the subject will 
again be taken up and it is expected 
that some form of amendment will 
in due time be evolved for action 
by the state legislatures. 

One witness before the subcom- 
mittee said that “the total amount of 
tax securities wholly and partially 
exempt is not far from thirty bil- 
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lions. There are somewhere be- 
tween eight and ten billions of these 
that are wholly tax exempt, state 
and municipals.” 

Whatever other merit the pro- 
posed amendment may have it prob- 
ably will have the merit—when it 
gets to the polls—of popularity 
among those who having little to in- 
vest regard with suspicion any ar- 
rangement whereby taxes may be 
evaded. 


Credit Some to Efficiency 


Perhaps the migration from farm 
to city is not as bad as it appears to 
be on the surface. It would be 
strange, if with improved farm ma- 
chinery for use in the field, the 
buildings, improved implements and 
the constant efforts of State and 
Federal government to improve ag- 
riculture, there should not be a gain 
in efficiency. In other industries a 
new degree of efficiency generally 
means the same production with less 
men and is regarded as a commend- 
able mark of progress. There is no 
fear of calamity when manufactur- 
ing industries discover ways to do 
more work with less men, and in 
considering the trend of the popula- 
tion cityward, the raised efficiency 
of agriculture as a whole might 
well be included among the many 
and complex factors. 


Ashamed to Tell 


“Right here I wish to confess 
something, which until lately, I 
have been ashamed to tell,’’ writes 
a friend of sound money. “When 
I was twelve years of age, I had 
the same idea about our monetary 
system that it seems Mr. Ford now 
has, but unlike Mr. Ford, I did not 
have the money with which to hire 
a body of men to put into words 
my theory. And oh, what a pity 
I did not tell some of my ideas— 
I could have been of so much help 
to our government at that time! 


Money Schemes An Economic Threat 


By E. E. AGGER, Ph. D. 


Tend to Undermine the Foundations of ‘‘Capitalistic’”’ Procedure. 
Where They Strike Their {Deadliest Blow. 


Support Usually 


Won on the Claim That the Scheme Will Give Someone Price 
Advantage. Undermine the Confidence of the Individual Saver. 


HOSE who lightly advocate 

new issues of government pa- 

per money as a solution of the 
marketing or other problems of 
particular groups, overlook certain 
important phases of our modern 
economic system, the operation of 
which would be dangerously crip- 
pled by a resort to soft money 
expedients, 


Production Specialized 


Our modern economic system is 
based upon specialization and ex- 
change. Few individuals produce 
directly for themselves the goods 
which they wish to consume. The 
vast majority of the people of the 
United States are specialists occu- 
pied with particular business tasks. 
They obtain their incomes through 
the sale of goods which they pro- 
duce or of the services which they 
render. On the other hand, they 
buy in the market the goods or 
commodities which they themselves 
wish to consume. Thus, as we look 
at the system in perspective, we ob- 
serve a gigantic co-operative under- 
taking where all participate in pro- 
duction in order to share in the 
joint product. 


Large-Scale Industry 


But such a gigantic scheme of 
division of labor and exchange re- 
quires that goods be handled on 
a large scale. Operations in pro- 
duction must be undertaken long in 
advance of the turning out of fin- 
ished goods. Factories have to be 
built and equipped, and raw ma- 
terial must be gathered from all 
the corners of the earth. All this 
takes time, and during the interval 
there is implied, therefore, a “‘tie- 
ing-up” of wealth on a large scale. 
Wealth so tied-up in factories, 
equipment, tools and goods in vari- 
ous stages of completion, from raw 
material to the finished product, 


constitutes “capital.” Because of 
the great importance of this capital 
to our whole scheme of procedure 
our system is justly called the 
“capitalistic system.” 


Maintaining the Capital Fund 


The operation and progress of a 
capitalistic system depend upon the 
maintenance and continued expan- 
sion of the capital fund. If fac- 
tories and machinery were not re- 
placed as they wore out, if new 
plants were not established, and if 
ample funds were not set aside for 
the purchases of new stocks of raw 
material efc., the whole process of 


production would soon come to an — 


end. Steady accumulation and in- 
vestment of capital are thus essen- 
tial to the very life of our present 
economic scheme. 


Capital Must Be Saved 


Capital accumulation does not, 
however, go on automatically. It 
is directly and indirectly dependent 
upon the savings of individuals. 
The individuals concerned may not 
directly control the matter, but 
whether the saving be “by” them or 
only “for” them, the fact remains 
that in the first instance capital 
maintenance and capital increase 
depend upon saving. 

Capital is maintained when in- 
dividual business men and when di- 
rectors of corporations charge off 
against gross earnings each fiscal 
period adequate sums for “depre- 
ciation” and “obsolescence.” Some 
goods wear out and others have to 
be replaced because new and more 
economical implements are devised. 
But in addition to keeping the 
fixed forms of capital in good shape 
and up-to-date it is essential to pro- 
vide an adequate fund of working 
capital. In both these classes of 
capital the needs vary from one 
business to another, but for the 


643 


system as a whole, success depends 
upon a full recognition of the basic 
importance of the maintenance of 
capital unimpaired. 


Capital Sources 


The sources of new capital are 
numerous. Perhaps the most im- 
portant single source today is found 
in what may be called “corporate” 
savings. ‘These arise when direc- 
tors of corporations set aside some 
of the annual net earnings for rein- 
vestment in the business. Such 
sums appear in the “surplus” or in 
the “undivided profits” accounts. 
They run to several billions a year 
in the United States. Then there 
are the individual savings arising 
from personal thrift and self- 
denial. These savings are placed 
in banks or are utilized to purchase 
investments and thus they are put 
to use in further production. 

Of growing importance for capi- 
tal purposes are also the great 
funds gathered together by insur- 
ance, guarantee and similar com- 
panies. These companies collect in 
the form of “premiums” large 
amounts which must be safely in- 
vested. Loans are made on good 
real estate security, and selected 
bonds and stocks are purchased, 
but this is obviously only a means 
of getting the funds back to work 
in the productive system. 

Lastly, as a source of new capital 
may be mentioned “induced sav- 
ings.” The expansion of bank 
credit for capital purposes may lead 
to a competitive struggle between 
producers and consumers for the 
control of productive resources. 
The result of such competition is an 
advance of prices, and, since con- 
sumers’ incomes cannot quickly be 
readjusted to general price changes, 
a given income buys less goods than 
before, and the productive forces 
so released, can then be applied to 
the creation of capital implements. 
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In times of war governments, 
through inflation, thus get control 
of productive forces for war pur- 
poses. However, these “induced 
savings” are not in normal times of 
great relative importance. 


Security and Stability Essential 


The adequate accumulation of 
capital, so vital to the working of 
the present economic system, is 
possible only when savings and in- 
vestments are safe, and stable in 
value. Saving in all forms, whether 
voluntarily practiced by the indi- 
vidual or whether forced upon him, 
implies postponement of immedi- 
ate enjoyment or return for a re- 
turn in the future. And as the 
normal tendency of the individual 
is to discount the future, the aver- 
age person demands in the future 
a larger return than the sacrifice 
involved in the present saving, if 
he is to be induced to save rather 
than to spend. In other words, we 
expect interest on our savings as 
well as the safeguarding and the 
return of our principal. 


Cheap Money a Deadly Blow 


Right here is where inflationary 
money schemes strike their deadli- 
est blow. They tend to undermine 
the very foundation of “capital- 
istic’ procedure. They are cor- 
rosive of.the confidence underlying 
capital accumulation. 

Inflationary money schemes put 
into practice, always disturb price 
adjustments. Indeed, the support 
for most of these schemes is won 
usually on the basis of the claim 
that they will affect prices. Yet 
prices are today the means of con- 
trolling production. Business men 
regulate their activities by price de- 
velopments and prospects. It needs 
no extensive argument to demon- 
strate that price changes ‘“make” 
and “break” business men. 

While prosperity is usually as- 
sociated with an upward movement 
of prices, the trouble is that ‘“in- 
flated”” prices mean mostly false 
prosperity. Following briefly the 
argument of a British writer, Angas 
(Reparations, Trade and Foreign 
Exchange), it may be pointed out 
that money profits are not always 
what they seem. Under rising 
prices unless a business man adds 
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to his cest-prices not only his 
normal profit but also an amount 
equal to the percentage increase of 
general prices he is not “making’”’ 
the money he thinks he is, and may 
actually be weakening his economic 
position. For example, if as a re- 
sult of inflation general prices ad- 
vance 30 per cent. during a year 
(as they did during the war) and 'f 
a business man figures on a net 
profit of 25 per cent. on an annual 
turn-over of his capital, he is 
poorer at the end of the year than 
he was at the beginning if he adds 
only 25 per cent. to his costs. The 
sum of money on hand at the close 
of the year will have a_ smaller 
purchasing power than the smaller 
sum with which the year’s busi- 
ness was begun. In other words 
although a business man may seem 
to be making money in times of in- 
flationary price-advances unless his 
gains more than offset the decline 
in the general purchasing power of 
money, he is not only failing to 
make real profits but may also be 
actually impairing his basic capital. 


Price Movements Difficult 


Few business man can so accu- 
rately gauge and predict price 
movements that they can safeguard 
themselves against this danger 
Furthermore, one individual or firm 
bucking the market both on the 
buying and on the selling side is 
subject, to a considerable degree, 
to the control of market forces. 
All are therefore subjected to dan- 
ger and uncertainty by inflationary 
price movements. 

Then even the nominal gains of 
the inflationary period are often 
wiped out by the losses of the in- 
evitable and succeeding period of 
liquidation. Where are now the 
paper profits which during 1918 
and 1919 were made in sugar, 
leather, rubber and other com- 
modities? Let the bankruptcy rec- 
ords answer! The profits of in- 
flation are dangerous will-o’-the- 
wisps. 


Undermining Confidence 


Inflationary money schemes also 
undermine the confidence of the in- 
dividual saver. Today saving is of 
necessity in terms of money. The 
typical form of saving is putting 
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money in the bank. But inflation 
causes a depreciation of money. 
Prices of goods rise, and the pur- 
chasing power of fixed money sums 
correspondingly diminishes. Hence, 
when inflation is under way, the 
saver faces the prospect not of hav- 
ing his purchasing power in the 
future increased as a reward to him 
for his abstinence, but of having his 
principal nibbled at, and of finding 
himself worse off than he would 
have been had he spent his money 
at once. How much inducement to 
save could there be under such cir- 
cumstances ? 


Undermining Investments 


Again, inflationary money 
schemes sap the value of the most 
conservative forms of investments. 
namely, those based on_ specific! 
loans under stated conditions of re- 
turn. Mortgages in fixed money 
sums diminish in real purchasing 
power both as to principal and in- 
terest when prices are forced uj 
through inflation. | Consequently 
people having funds to loan on 
mortgage will hesitate to place these 
funds when a danger of inflation 
looms up on the horizon. This will 
naturally react unfavorably on all 
those who wish to borrow. 

Similarly bond-holders suffer 
when inflation pushes prices up. 
3ondholders are substantially like 
holders of mortgages. They have 
fixed money claims, and get speci- 
fied rates of return. Therefore 
every general price advance caused 
by inflation tends to leave them 
poorer. The stockholder, on the 
other hand benefits at the expense 
of the bond-holder. The stock- 
holder is in the position of the 
debtor. The bond-holder is the 
creditor. The debtor, as a result of 
inflation despoils the creditor. How 
anxious will people with a surplus 
to invest be to buy bonds under con- 
ditions of inflation? The very con- 
servativeness which leads them to 
prefer bonds to the more specula- 
tive investment in stocks will in- 
duce them to curtail bond buying 
when fixed investments are tam- 
pered with by inflationary money 
projects. 


Corporate Saving Disturbed 


It is certain also that through 
their effect on the price structure 
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inflationary money schemes seri- 
ously disturb corporate savings. In 
the first place, under rising prices, a 
larger nominal capital is constantly 
required to maintain a given vol- 
ume of business. A dry goods 
merchant to keep the same stock on 
his shelves had to have twice as 
much “money” invested in 1910 
as he did in 1913. This means that 
even though he understood the 
etfect of a general advance in prices 
and had made his own calculations 
accordingly, he had to get an in- 
creased “‘line’”’ of credit at his bank 
or otherwise increase his borrow- 
ings. The effect was intensified if 
he did not adequately aliow for a 
mere increase in general prices 
when calculating his money profits 
and determining their disposition. 
There is always the danger that 
increased paper profits will be in- 
terpreted as full gains in real 
profits, and dividends will be cor- 
respondingly expanded. The result 
is that when liquidation follows, 
and prices decline, the writing 
down of inventories makes a seri- 
ous hole in surpluses, even thougi 
these funds be not entirely wiped 
out and capital itself impaired. 
Such revolutionary upheavals are 
the enemies of orderly and conserv- 
ative corporate finance. 


Even Insurance Affected 


Inflationary money schemes put 
into practice also tend to lessen the 
value of all classes of insurance. 
The purpose of insurance is to 
guard the beneficiaries against 
losses arising from certain risks 
which on the whole must be faced 
and cannot be avoided. The scope 
and importance of modern insur- 
ance requires no elucidation. But 
what is the effect on insurance of 
money depreciation? Policies are 
written and premiums are paid 
usually long in advance of the pay- 
ments of claims as a result of 
losses. But whether payments for 
losses are made or not the value of 
the protection afforded by any 
policy diminishes in exact propor- 
tion to the decline of the purchasing 
power of money. If a _ factory 
burns down when general prices 
have doubled, an owner. who in- 
sured for full value before the price 
advance began will receive a money 


JOURNAL 


OF THE 


sum, which, under the new condi- 
tions affords only half the protec- 
tion for which he actually paid. 
Today in Germany widows and 
orphans are starving even though 
in earlier years their natural pro- 
tectors made ample sacrifices to 
provide protection. Every decline 
in the purchasing power of money 
caused by inflation nibbles at the 
value of every insurance policy. 

In the field of business it is 
obvious that inability to insure on 
a basis of relatively complete cover- 
age, will diminish the willingness 
to take business risks. Some risks 
every individual has to face under 
any circumstances, but even in the 
field of life, health and accident in- 
surance, a threat to the stability of 
the. purchasing power of money is 
bound to discourage the taking out 
of policies. Moreover, even though 
business be not hindered, any tend- 
ency to interfere with the full cover- 
age of risks through insurance 
threatens the preservation of capi- 
tal. Hence, destroying or weaken- 
ing confidence in insurance serves 
not only to lessen the willingness 
to assume the risks of business— 
which assumption is necessary to 
progress in production—but it also 
endangers the preservation of capi- 
tal which is already accumulated 
and applied to production. 


Would Endanger New Credit 
System 


ques- 
“soft- 
’ scheme would seriously en- 


hardly be any 
successful 


There can 
tion that any 
money 
danger the new agricultural credit 
system. This new system, de- 
signed to meet the farmer’s need 
for intermediate credit, depends 
primarily for its success on the 
ability of the banks to sell their 
debentures. In other words. the 
aims can be achieved only if in- 
vestors have enough confidence in 
the scheme to buy the bonds. The 
effect of inflationary money on the 
investment situation has been dis- 
cussed above. Those interested in 
the development of a stable and suc- 
cessful agricultural credit system 
will therefore be stalwart opponents 
of an artificially cheapened money. 

As we survey the working of the 
economic system the conclusion is 
thus borne in upon us that, wher- 
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ever production is dependent upon 
“capital,” the producer is threat- 
ened by monetary inflation. The 
threat to the producer is a threat 
to the whole group, because, to be 
consumed, wealth must first be pro- 
duce. 


The Spring Meeting 


The Spring Meeting of the Exe- 
cutive Council of the American 
Bankers Association at the West- 
chester-Biltmore Country Club, 
Rye, N. Y., will open Monday 
April 23 and continue until Friday 
noon, the 27th. 

Monday and Tuesday will be de- 
voted to committee meetings. 

Wednesday, Thursday and Fri- 
day mornings will be devoted to 
Council meetings. 

Wednesday afternoon there will 
be an Educational Symposium and 
on Thursday afternoon there will 
be an Agricultural Symposium. 

From Chicago, it is expected 
that the special train carrying dele- 
gates to the council meeting will 
leave Saturday morning at 9:50, 
April 21, over the New York Cen- 
tral lines, and will arrive at Port 
Chester Sunday morning at 8:05 
o'clock. Reservations may be made 
for this train through Craig B. 
Hazlewood of the Union Trust 
Company, Chicago, Chairman of 
the Committee on Transportation. 

For those leaving New York 
City for Port Chester, some of the 
trains depart from Grand Central 
Station as follows: Saturday: 
12:07 p. m., 1:06 p. m., 2:06 p. m., 
3:27 p. m.; Sunday—9:18 a. m., 
10:06 a. m., 1:06 p. m., and 2:17 
p.m. For other days of the week— 
7:50 a. m., 9:12 a. m., 10:06 a. m., 
and 1:06 p. m. The average run- 
ning time to Port Chester from 
New York is one hour. 


The proposal that the Federal Re- 
serve Banks should stabilize commodity 
prices by varying their rediscount rates, 
lowering the rates when prices fall to 
pull them up again, and raising the 
rates when prices rise to pull them down 
again, is thoroughly vicious and un- 
sound. It is, in the first place, econ- 
omically impossible. Rediscount rates 
are only a minor factor affecting prices. 
In the second place, any effort to apply 
this policy would at once make the Fed- 
eral Reserve Banks a football of politics. 
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Where Are Your City’s Trade Centers? 


By D. RICHARD YOUNG 


ECENTLY the board of di- 
R rectors of a certain large 

bank was considering the re- 
moval of one of its branches to a 
different part of the city, and, pos- 
sibly, the establishment of an addi- 
tional branch. 

The question of the most desira- 
ble location was discussed at great 
length, but it seemed difficult to get 
any agreement of opinion among 
the different directors. Some 
wanted to go into the uptown re- 
tail district, others into the down- 
town wholesale centers, while still 
others advised a branch in the out- 
lying but rapidly developing manu- 
facturing section. 

The vice-president in charge of 
the present branch believed that the 
trend of business was away from 
his territory, while someone else 
read a memorandum prepared by 
the credit manager to the effect that 
the best trade centers were within 
a few blocks of the branch. There 
seemed to be as many different 
views as there were directors. 

Finally the chairman stated, 
“Gentlemen, it is clear that we do 
not have sufficient information on 
which to base a decision. It would 
be mere guesswork for us to vote 
for a change at this time. I will 
attempt to have some real facts 
gathered in time for the next meet- 
ing. Until we have made a study 
of the situation so that we actually 
know what we are doing, the 
branch will stay where it is, for we 
are not running this bank on guess- 
work or flip-of-a-coin methods.” 


They selected one of the junior 


officers, who was an experienced 
credit investigator, to obtain the in- 
formation. It was decided to 
gather data regarding the geo- 
graphical center of each of the 
principal trades and industries in 
that city, the approximate number 
of concerns located within that dis- 
trict, and, if possible, the aggregate 
invested capital represented by 
them, or else their annual volume 
of business. 

The idea was to map out the city 
roughly into these various districts, 
indicating the streets bounding 
them on each side. Some trades, 


of course, are quite scattered, but 
the majority are grouped surpris- 
ingly closely, and adapt themselves 
very well to this classification. 

The officer assigned to the work 
received a number of suggestions 
as to where this information could 
be procured already compiled, such 
as the chamber of commerce, prom- 
inent business men, etc. He spent 
the next two or three days calling 
on a dozen of such sources, for it 
seemed certain that some of these 
organizations had made such a sur- 
vey. The little data he was able 
to obtain, however, was not at all 
satisfactory, being prepared from 
viewpoints different from that of 
the bank, or it was incomplete or 
inaccurate. So far his time had 
been practically wasted. 

The data on trades and industries 
could not be found in that way, 
already prepared. The only other 
alternative was to compile it in 
laborious detail. That would cost 
money and time, but the final re- 
port would be worth something to 
the bank. If the bank could have 
obtained it for nothing, every other 
bank in the city could have done 
the same thing, and it wou!d prob- 
ably be worth just what it cost— 
nothing. 

Most “new business lists’ pre- 
pared by outsiders, are subject to 
similar criticism. There are many 
bureaus that advertise such lists, 
at so much per thousand names, 
suitable for various lines of busi- 
ness, but most of them contain a 
large percentage of “dead” names. 

The bank obtained the informa- 
tion, however, by making a sepa- 
rate, though very brief, study of 
each trade. One of the best 
sources was a call on a trade asso- 
ciation. Another was a trade pub- 
lication, and the regular newspa- 
pers. The U. S. Census Reports 
contain much of this data, espe- 
cially regarding the number of man- 
ufacturing establishments in a cer- 
tain locality, the invested capital 
they represent, and the volume of 
their annual output. The Dun and 
3radstreet rating books are, of 
course, valuable. 

The classification of trades se- 
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lected would be different for each 
city, and no general list could ap- 
ply. The person making such a 
study might decide on thirty main 
headings, or again, he might find 
fifteen sufficient. An arrangement 
worked up for Des Moines would 
be entirely unsuited for Dayton, or 
Buffalo. 

In connection with this study 
mention might be made of the value 
of a bank’s diversifying its busi- 
ness, both as to its present and its 
prospective customers. The larger 
banks in this country have for 
many years followed this principle, 
and will constantly watch to see 
that they do not get too deeply into 
any one line of business (unless 
their’s is one of the few banks mak- 
ing a specialty of one line). The 
wise banker may decide that he has 
enough accounts of concerns in the 
sugar business, and that he does 
not want the accounts of the vari- 
ous new “finance companies,” but 
that there are names in the iron, 
steel and metal lines that he might 
solicit. This is the same principle 
as that of spreading the risk by 
purchasing commercial paper rep- 
resenting different commodities, 
and may be taken advantage of in 
a small bank as well as in a large 
one. 


Prices Interdependent 


The advocates of government price- 
fixing, says the National City Bank Re- 
view, apparently have little comprehen- 
sion of the complex system of prices 
which exist throughout the business 
world, and which adjusts production 
and consumption to each other. There 
is a far-reaching relationship of prices, 
an equilibrium of prices, which must 
be maintained in order that the ex- 
changes may readily go on. These re- 
lationships are changing all the time 
with changes in supply and demand. 
If a grain crop is short the price of 
that product must go up in order to 
throw the demand to some substitute, 
while if the crop is large the price must 
go down in order to stimulate con- 
sumption, The markets are quick to 
respond to these influences. Producers 
know that their goods must move into 
consumption or they will be forced to 
curtail production. To fix a price above 
the figure at which goods will be taken 
for consumption is folly. 


“Is It True That the Federal Reserve ?” 


Erroneous Ideas Relative the Organization and Operation of the 
Federal Reserve System Revealed by a Series of Eleven Questions 


Propounded by a Bureau of Information. 


The Board’s Answers 


to the Questions Should Correct Some Popular Misconceptions 


ing the organization and op- 

eration of the Federal Re- 
serve System are revealed in a 
series of questions recently pro- 
pounded by a bureau of informa- 
tion in New York City in a letter 
addressed to the Federal Reserve 
Board at Washington. The actual 
organization and functioning of the 
System are clearly set forth in the 
frank and unequivocal answers 
made by the Board through its Act- 
ing Governor Edmund Platt under 
date of March 16. The questions 
are useful as revealing an attitude 
resultant of misunderstanding; the 
answers as a whole give a concise 
statement of the operation of a 
system under which even those un- 
friendly to it have profited through 
its protection to business: 


misconception concern- 


Captital Not Appropriated 


Ouestion 1. “Is it true that the capital 
of the Federal Reserve, say $100,000,000, 
consists of money appropriated by law 
from the National Banks of the United 
States on which they are allowed 6 per 
cent. interest, irrespective of the fact 
that this money may have been earning 
a higher rate of interest?” 


The paid-in capital stock of the 
Federal Reserve banks does not 
consist of money “appropriated” by 
law from national banks. At the 
time the Federal Reserve System 
was established every National 
Banking Association was required 
by law to subscribe to the capital 
stock of the Federal Reserve Bank 
of its district in a sum equal to 6 
per cent. of its own paid-in capital 
stock and surplus. 

One-half of this subscription was 
required to be paid in in gold or 
gold certificates and the remainder 
was subject to call by the Federal 
Reserve Board. The Federal Re- 
serve Board has not exercised the 
authority given to it in the Federal 
Reserve Act to call upon member 
banks to pay the additional 3 per 
cent. of their subscription to the 


capital stock of the Federal Re- 
serve Bank or any part thereof. 

National banks could have sur- 
rendered their national charters 
and incorporated under the laws 
of the states in which they were 
located, when the Federal Reserve 
System was being organized, and it 
cannot be said, therefore, that their 
subscriptions to the capital stock of 
the Federal Reserve Bank were “ap- 
propriated.” 

As a matter of fact, the National 
Bank Section of the American 
Bankers’ Association has always 
been a strong advocate of the Fed- 
eral Reserve System. It should 
also be noted that about one-third 
of the paid-in capital stock of the 
Federal Reserve Banks represents 
subscriptions by the state banks 
and trust companies, which have 
voluntarily joined the System. 

The amount of dividends paid to 
member banks is governe! by Sec- 
tion 7 of the Federal Reserve Act 
which provides that “after all the 
necessary expenses of a Federal 
Reserve Bank have been paid or 
provided for, the stockholders shall 
be entitled to receive an annual 
dividend of 6 per cent. on their 
paid-in capital stock, which divi- 
dend shall be cumulative.” 


Deposit of Reserves 


Question 2 “Ts it true that the national 
banks are compelled to deposit their 
reserves in the Federal Reserve Bank, 
and that this sum on the close of busi- 
ness, May 1, 1922, amounted to $1,806,- 
464,000 on which the Federal Reserve do 
not pay the national banks any interest 
whatever ?” 


This statement is correct except 
that the date to which the amount 
relates is May 10, 1922, and the 
figure includes reserve deposits of 
state bank and trust company 
members as well as national banks. 

It will be recalled that prior to 
the establishment of the Federal 
Reserve System, national banks in 
central reserve cities were required 
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to carry a lawful money reserve in 
their own vaults equal to 25 per 
cent. of their net deposits; that 
banks in reserve cities were re- 
quired to carry a reserve of 25 per 
cent. against net deposits, of which 
12% per cent. had to consist of 
lawful money in vault while the 
balance of 12% per cent. might be 
kept on deposit with banks in cen- 
tral reserve cities ; and that country 
banks were required to carry a re- 
serve of 15 per cent. against net 
dep sits, 6 per cent. of which had 
to be kept in lawful money in their 
own vaults while the balance of 9 
per cent. could be kept on deposit 
with banks in reserve or central 
reserve cities. Owing, however, to 
the scattered reserves the country 
banks found that in times of credit 
strain and financial panics, when 
they had urgent need for all their 
funds, their reserve balances with 
city correspondents were of little 
use to them as the city correspond- 
ents frequently were not in a posi- 
tion to meet withdrawals. 


Scattered Reserves Mobolized 


The Federal Reserve Act provid- 
ed that these scattered reserves 
should be mobilized in the Federal 
Reserve banks, thus making them 
available for use at any time and 
in any section of the country. 
It also reduced the reserve re- 
quirements for banks in central 
reserve cities from 25 per cent. of 
net demand and time deposits to 
13 per cent. of net demand de- 
posits and 3 per cent. of time de- 
posits for banks in reserve cities, 
from 25 per cent. of net demand 
and time deposits, to 10 per cent. 
of net demand deposits and 3 per 
cent. of time deposits; and for 
country banks, i. e., banks out- 
side of central reserve and reserve 
cities, from 15 per cent. of net de- 
mand and time deposits to 7 per 
cent. of net demand and 3 per 
cent. of time deposits. It further 
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provides that all of the required 
reserves shall be maintained with 
the Federal Reserve Bank, leav- 
ing member banks to use their 
own discretion as to how much 
cash they need to carry their own 
vaults to meet over-the-counter 
payments. 


Reduced Requirements 


The reserve balances of national 
banks with the Federal Reserve 
Banks on September 15, 1922, plus 
their cash in vault amounted to only 
15.7 per cent. of net demand and 
time deposits for banks in central 
reserve cities, 10.6 per cent. for 
banks in reserve cities, and 8.5 per 
cent. for so-called country banks 
compared with percentages of 25, 
25, and 15 which they would have 
been required to carry under the 
provisions of the National Bank 
Act. As a matter of fact the cash 
carried in vault by country banks, 
i. e., the banks outside of reserve 
and central reserve cities, prior to 
the passage of the Federal Reserve 
Act usually ranged between 8 and 
8.5 per cent. of their net demand 
and time deposits, whereas their 
total reserve with the Federal Re- 
serve Banks plus their cash in vault 
on September 15, 1922, was only 
about 8.5 per cent. of net demand 
and time deposits. 

It is apparent, therefore, that 
the reduced reserve requirements 
of the Federal Reserve Act have 
permitted member banks to loan 
out, at rates ranging from 4% 
per cent. to 10 per cent. depend- 
ing upon their location, a sub- 
stantial proportion, if not all, of 
their funds which they formerly 
carried as reserves with approved 
reserve agents and upon which at 
best only about 2 per cent. inter- 
est could be obtained. 

In view of the rediscount facili- 
ties and note issuing power of 
Federal Reserve Banks and the 
ease with which member banks 
may obtain currency to meet their 
current requirements, the average 
amount of cash in the vault has 
declined for all banks from 
about 12.9 per cent. of deposit lia- 
bilities prior to the passage of the 
Federal Reserve Act to less than 
3 per cent. at the present time. 

If the Federal Reserve Banks 
were to pay interest on reserve bal- 
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ances of member banks it would 
necessitate their levying service 
charges for a large number of serv- 
ices which they are now perform- 
ing for member banks free of 
charge, and their going into the 
open market and competing ac- 
tively with member banks in the 
purchase of acceptances, municipal 
warrants, and U. S. securities. 


Gross Earnings 


Question 3. “Is it true that the gross 
earnings of the Federal Reserve Banks 
amounted to $102,380,583 for 1919; 
$181,297,338 for 1920; and $122,864,605 
for 1921?” 


The gross earnings of the Fed- 
eral Reserve Banks for the years 
1919, 1920, and 1921 are correctly 
stated in your question. In 1922, 
however, gross earnings amounted 
to only $50,490,739. In this con- 
nection it may be well to state that 
over 80 per cent. of the earnings 
of the Federal Reserve Banks in 
1920, the year which they 
reached their peak, came from bills 
discounted for member banks. 

Federal Reserve Banks have no 
control over the amount of paper 
offered to them for discount and 
must, in accordance with Section 4 
of the Federal Reserve Act, extend 
to each member bank such dis- 
counts, advancements, and accom- 
modations as may be safely and 
reasonably made with due regard 
for the claims and demands ot 
other member banks. 

As repeatedly stated the 
Board’s annual reports the Federal 
Reserve Banks are not operated for 
profit but their discount policies are 
directed with a view to accom- 
modating the commercial, indus- 
trial, agricultural and livestock in- 
terests of the country in the manner 
and to the extent permitted by the 
Federal Reserve Act. It is evi- 
dent, therefore, that the amount 
which Federal Reserve Banks will 
earn in any given year is almost 
wholly dependent upon the volume 
of credit required by commerce 
and agriculture, as reflected in the 
demands for accommodation made 
upon Federal Reserve Banks by 
member banks. 


Distribution of Earnings 


Ouestion 4. “Is it true that against 
these 1921 profits there was charged 
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$36,066,065 as expenses, including 
aries, to over 10,000 employees ; $6,119.73 
for interest on capital; $1,251,675 jor 
depreciation on bank premises ; $2,861 50) 
for reserves against possible loss; $15,- 
993,086 for surplus account; and that 
finally only $59,974,466 remained for th: 
Government as a Franchise Tax?” 


karnings of the Federal Reser: 
Banks for the calendar year 192} 
were distributed in the manner in 
dicated in the fourth question con- 
tained in your letter. 


Dividends Paid 


Question 5. “Is it true that the onl, 
interest paid by the Federal Reserve on 
the approximate $2,000,000,000 capita! 
and deposits, which they conscripted, is 
6 per cent. on the $103,165,000, repre- 
senting approximately three-tenths of | 
per cent. on the entire amount?” 


As already stated no part of the 
capital or deposits of the Federal 
Reserve Banks is conscripted fromm 
member banks but is paid in by 1n- 
tional banks and by the state bank. 
and Trust companies which have 
voluntarily joined the System. The 
Federal Reserve Banks pay 6 per 
cent. dividends to member banks 
on their paid-in subscription to the 
capital stock of the reserve banks, 
but they are not required or per- 
mitted under the Federal Reserve 
Act to pay any interest on reserve 
balances. 


Question 6. “Is it true that the Federal 
Reserve have no other capital nor de- 
posits outside of what they receive from 
these Member Banks?” 


The entire capital stock of the 
Federal Reserve Banks is owned by 


member banks. The deposits of 
the Federal Reserve Banks, how 
ever, are made up of the reserve 
balances of member banks, deposits 
of the U. S. Government, and other 
deposits, consisting chiefly of clear 
ing balances of non-member banks 
authorized by Section 13 of the 
Federal Reserve Act, of balance- 
due foreign banks, and of cashiers’ 
or officers’ checks issued by the re 
serve banks themselves. 


The Progress Rate 


Question 7. “Is it true that the Federal 
Reserve System loaned this same mone, 
back to the banks again at rates which 
ranged from 6 per cent. to 87% per cent. 


per annum? 
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Rates charged by the Federal 
reserve banks on paper discounted 
for member banks during the war 
ranged between 3 per cent. and 414 
per cent. on paper secured by obli- 
gations of the U. S. Government 
and between 3 per cent. and 5% 
per cent. on other eligible paper. 
Subsequent to the war the normal 
or basic rates of some of the Fed- 
eral reserve banks went as high as 
6 per cent. on paper secured by 
Government obligations and 7 per 
cent. on other discounts. In four 
Federal Reserve Districts—Atlanta, 
St. Louis, Kansas City, and Dal- 
las—graduated discount rates were 
put into effect, which under the 
provisions of section 14 of the Fed- 
eral Reserve Act were progressed 
on the basis of the amount of ad- 
vances and discount accommoda- 
tions extended to the borrowing 
bank. The Federal Reserve Banks 
in these four districts mentioned 
felt that if they were to comply 
with that part of section 4 of the 
Act, which provides that each Fed- 
eral Reserve Bank shall extend to 
each member bank such advance- 
ments and accommodations as may 
be safely and reasonably made with 
due regard to the claims and de- 
mands of other member banks, 1 
would be necessary for them to dis- 
courage excessive borrowing on the 
part of over-extended ‘banks, in or- 
der to take care of demands which 
might be made by member banks 
which were borrowing moderately 
or not at all. A complete discus- 
sion of the operations of these pro- 
gressive rates is contained in the 
Board’s reply of January 17, 1923 
to Senate Resolution S. 335, printed 
as Senate Document 291. 


Average Rates 


Question 8. “Tf not, what were the 
minimum, maximum, and average rates 
of interest at which time and call loans 
were made during 1919, 1920, and 1921?” 


the enactment of the 
March 4, 1923 amendment to the 
Federal Reserve Act, which au- 
thorizes Federal Reserve Banks to 
discount or purchase bills of ex- 
change payable at sight or on de- 
mand which are drawn to finance 
the domestic shipment of non-per- 
ishable, readily marketable staple 
agricultural products and are se- 
rured by bills of lading or other 


Prior to 
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shipping documents, conveying or 
securing title to such staples, the 
Federal Reserve Act did not permit 
Federal Reserve Panks to discount 
or purchase any paper which did 
not have a_ definite maturity. 
Therefore the Federal reserve 
banks did not discount any paper 
which could be classed as “call 
loans.” With regard to time loans, 
the minimum, maximum, and aver- 
age rates of discount charged on 
paper discounted with each Fed- 
eral Reserve Bank during 1919, 
1920 and 1921 are shown in the 
following table. 


Discount Rates Charged by Each Federal Reserve Bank during 1919, 
Maxi- 


mum* 


Federal 
Reserve 


Bank 


1919 
Mini- 
mum 


Maxi- 
mum 


Aver- 
age 


Boston 
New York 
Philadelphia 
Cleveland 
Richmond 
Atlanta 
Chicago 

St. Louis 
Minneapolis 
Kansas City 
Dallas 

San Francisco 


SYSTEM 


> 


Decline in Prices 


Question 9. “Is it true that during 
the ‘deflation’ period of from January, 
1920, to August, 1921, the price of Chi- 
cago corn dropped from $1.47 to 55 
cents; New Orleans middling cotton 
from 40 cents to 12 cents; Chicago red 
Winter wheat #2 from $2.63 to $1.23: 
and wool, Ohio grades, from $1.23 to 49 
cents: Chicago steers from $15.93 to 
$8.77: and Pennsylvania crude oil from 
$5.06 to $2.25?” 


The decline in the 
corn, cotton, wheat, 
and oil, between January, 1920, and 
August, 1921 were substantially as 
given in this question. The infer- 
ence which apparently is intended 

» be drawn from these declining 
is that the responsibility 
therefor rests with the Federal Re- 
serve Board and the Federal Re- 
serve Banks. ‘That this is not true 


prices of 
wool, steers, 


* During a part of 1920 and 1921 the Federal 
Reserve Banks of Atlanta, St. Louis, Kansas 
City and Dallas also had in effect progressive 
discount rates, the details*of which are fully 
explained in Senate document No. 291. The 
average rates charged as shown in the above 
table are, however, based on the total discount 
charged at both normal and progressive rates. 

During 1920 the Federal Reserve Banks of 
Philadelphia. Cleveland, and St. Louis also 
discounted at a rate of 7 per cent. $28,000, 
$759,000, and $40,000, respectively, of paper 
secured by War Finance Corporation bonds on 
which, under the provisions of the War Fi- 
nance Act, they were required to charge a 
rate of interest not less than 1 per cent. above 
the prevailing rate for eligible commercial 
paper of corresponding maturity. 
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has been so frequently demon- 
strated that it does not seem neces- 
sary to further comment on it in 
this letter, except possibly to point 
out that the larger proportion of 
the precipitate decline in prices 
which took place, occurred in 
1920, when the loans and cur- 
rency issues of the Federal Re- 
serve Banks were constantly in- 
creasing, a fact which clearly in- 
dicates that the volume of credit 
issued by the Federal Reserve 
Banks tends to lag behind, rather 
than to precede changes in prices. 
This tendency has again been 


1920 and 1921. 
1921 

Mini- 

mum 


1920 
Mini- 
mum 


Maxi- 


mum* 


Aver- 
age 


6.03 
5.97 
5.44 
5.66 
5.78 
5.97 
6.32 
5.98 
6.40 
6.65 
5.78 
5.82 


42 
44 


NADA 


RDN ANN 


6.02 


° 
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borne out by the fact that during 
1922 practically the entire ad- 
vance in prices took place while 
Federal reserve loans were de- 
creasing. It is also a well-known 
fact that the sharp decline in 
prices was not confined to the 
United States but was manifest 
practically throughout the entire 
world. 


Philadelphia Building 


Question 10. “Ts it true that the Phila- 
delphia Federal Reserve Bank purchased 
a building for $600,000, spent $1,099,638 
in remodelling, and then charged off to 
depreciation $1,166,848; that in a similar 
way the San Francisco Federal Reserve 
Bank paid $520,785 plus $232,895, and 
charged off $448,776 for depreciation; 
that the St. Louis Federal Reserve Bank 
made an original building investment of 
$1,311,197, spent $560 in remodelling, 
and charged off $685,000 for deprecia- 
tion? ‘Also that the New York Federal 
Reserve Bank (which it is estimated will 
cost over $17,000,000, including $1,106,000 
for architects’ and engineers’ fees alone) 
spent $4,797,882 for its site, $758,072 for 
building operations up to Sept. 30, 1921, 
and then immediately charged off to 
depreciation $1,841,618?” 


The figures quoted in this ques- 
tion are substantially correct as of 
September 30, 1921, except that in 
the case of the San Francisco Bank 


Li = 
Aver 
4.25 4% 
4.13 4% 
4.24 414 2 
4.32 
4.25 4y, 
4.35 4V, 
4.26 4% 
4.54 
4.74 
4.46 
14 4.50 414 
4.26 444 7 
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the amount charged off on account 
of depreciation was $530,795. The 
$232,895 expended by the San 
Francisco Bank represented the 
cost of remodelling an old building 
for temporary use pending con- 
struction of permanent banking 
quarters. The figures for the St. 
Louis Bank represent the cost of 
land only, as building operations 
have not yet begun. 

There is enclosed herewith a 
press copy of the Board’s annual 
report covering operations for the 
year 1922, on page 20 of which 
you will find a table showing the 
volume of work handled by the Re- 
serve Banks in their principal de- 
partments during the past three 
years. It will be noted that, among 
other operations, the Federal Re- 
serve Banks received and count.d 
nearly 3,500,000,000 pieces of cur- 
rency and coin during 1922, the 
substantial increase over prior years 
being due partly to their taking over 
the currency and coin functions 
heretofore performed by the sub- 
treasuries. The work handled in 
the other departments, as you will 
note, has also reached enormous 
proportions. If the Federal reserve 
banks are to continue to handle the 
large volume of operations which 
they have been during the past few 
years, it is apparent that they must 
have adequate banking quarters, 
and it is not believed that the fig- 
ures quoted by you are at all ex- 
cessive, bearing in mind the volume 
of work handled by the banks dur- 
ing recent years. 

With reference to depreciation 
charges, it is realized that in some 
cases during and after the war, 
when prices and values were chang- 
ing rapidly, the Boards of Direc- 
tors of the Federal Reserve Banks, 
in following out what was consid- 
ered a conservative banking policy, 
requested and obtained permission 
to write off depreciation allowances 
which resulted in reducing the book 
value of bank premises below act- 
ual value. This matter has been 
given careful consideration by the 
Federal Reserve Board, and the 
Board’s present policy is published 
on page 23 of its annual report for 
1922. 


Under Local Control 
Question 11. “Do you question the 


statement that the provision in the Fed- 
eral Reserve Act that ‘Any compensa- 
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tion that may be provided by boards of 
directors of Federal Reserve Banks for 
directors, officers, or employees, shall be 
subject to the approval of the Federal 
Reserve Board,’ means that the real 
government of the Federal Reserve 
System and its twelve Federal Reserve 
Banks and branches is in the absolute 
dictatorial control of the Federal Reserve 
Board at Washington?” 

The Board believes that a mere 
reading of the Federal Reserve Act 
will convince any fair-minded per- 
son that the Federal Reserve banks 
and branches are under the control 
of the Boards of Directors of such 
banks, two-thirds of whom are 
elected by the member banks them- 
selves, and not under the absolute 
dictatorial control of the Federal 
Reserve Board. The Federal Re- 
serve Board is required by the Fed- 
eral Reserve Act to define eligible 
paper and to exercise general super- 
vision over the Federal Reserve 
Banks. The Act does not, however, 
authorize the Federal Reserve 
Board to interfere in any way with 
the internal operations of the Re- 
serve Banks, and the Board has no 
power to instruct a Reserve Bank as 
to what loans it shall or shall not 
make, so long as the loans made 
conform to the provisions of the 
Federal Reserve Act and the regu- 
lations of the Federal Reserve 
Board, all of which are made pub- 
lic. The Federal Reserve Act very 
wisely provides that each Federal 
Reserve Bank shall be governed by 
a Board consisting of nine direc- 
tors, of whom six are elected by 
and are representative of the mem- 
ber banks and three are appointed 
by the Federal Reserve Board. 


Election of Directors 


Three of the directors elected by 
the member banks, termed Class A 
directors, are chosen by and are 
representative of the stock holding 
member banks; the three others, 
termed Class B directors, are also 
elected by the member banks and 
must at the time of their election 
be actively engaged in their district 
in commerce, agriculture, or some 
other industrial pursuit; the Class 
C directors, who are appointed by 
the Federal Reserve Board, must 
have been for at least two years 
residents in the district for which 
they are appointed and one of 
them, who is designated as Chair- 
man of the Board and Federal Re- 
serve Agent, must be a person of 
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tested banking experience. ‘The 
directors of the Federal Reserve 
Banks are men of outstanding abil- 
ity and achievement in their respec- 
tive districts and it cannot be pre- 
sumed for a moment that such men 
would be so derelict in their ob:!i- 
gation to the public, placed upon 
them by the Federal Reserve Act, 
as to permit the Federal Reserve 
Board, should it so desire, to as- 
sume any dictatorial power over 
the banks of which they are re- 
sponsible directors. The Federal 
Reserve Board has never interfered 
with the operations of the Federal 
Reserve Banks, except to the extent 
that it is required to do so by the 
provisions of the Federal Reserve 
Act. The directors of the Federal 
Reserve Banks and branches are not 
paid annual salaries but are allowed 
a reasonable fee for each meeting 
of the Board which they attend plus 
their actual and necessary travel- 
ing expenses. ‘As a matter of fact 
the total amounts paid during 1922 
to the 228 directors of the Federal 
Reserve Banks and branches on ac- 
count of both fees and traveling 
expenses amounted to only $146,- 


084. 
Easy Credit! 


“It is also of the utmost im- 
portance that the country (Great 
Britain) as a whole and the agri 
culture interests in particular should 
not be led to believe fhat in easily 
obtainable credit there lies a pana- 
cea for the ills from which agricul- 
ture suffers today. What is of vital 
importance is that agriculture should 
be made to pay. Credit alone can- 
not convert an unprofitable industry 
into a profitable one. Credit may 
enable an individual to make a cer- 
tain operation pay which might not 
otherwise pay, or might not other- 
wise be undertaken at all, and the 
price which the producer has to 
pay for credit may just turn the 
scale towards profit or loss in his 
own case. Viewed in this way, 
credit may be an important factor 
in the cost of production in indi- 
vidual cases, but it is mainly in 
other directions that a solution 
must be sought of the difficult 
problem of how agriculture gener- 
ally can be made to pay.”—From 
the report of the Committee on 
Agricultural Credit presented to 
the British Parliament. 


The Cattle Loan Banks 


tlemen for the establishment 

of National Cattle Loan Banks 
subject to the supervision of 
the Comptroller of the Currency 
with inspectors of cattle to be regis- 
tered by the Secretary of Agricul- 
ture results in the act of March 4, 
1923, authorizing the organization 
of national agricultural credit cor- 


Tie demand of Western cat- 


porations and brings up for con- 


sideration financial avenues of 
accommodation for cattlemen. 

One of the essential functions of 
any financial institution, or system, 
is the organization and distribution 
of credit. This is effected by step- 
ping in between the original parties, 
the borrowers on the one hand and 
the general investing public on the 
other, and placing the seal of ap- 
proval upon the business undertak- 
ing, hastening settlement of the 
debts involved, and assuming gen- 
eral responsibility for them. The 
acme of organization is reached 
when the paper offered the investing 
public is safe, profitable, and liquid. 
Under present economic conditions 
the presence or absence of the first 
and last named qualities determine 
not only the rate of interest the 
borrower must pay but the supply 
of credit as well. Necessarily, 
therefore, the question is whether 
the requirements of cattlemen were 
subserved by existing banking ma- 
chinery and whether the establish- 
ment of National Agricultural 
credit corporations will better sub- 
serve their needs. 

Aside from the one or more 
cows maintained on farms of the 
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United States to supply family milk 
needs, the cattle of the country may 
be divided into three general 
classes: (1) Feeder cattle; (2) 
Dairy cattle; and (3) Stocker cat- 
tle. The Corn Belt of the United 
States is the great source of demand 
for loans on feeder cattle and this 
demand only extends for a period 
of about six months during the 
winter season. The farmer buys in 
the stockyard centers ranch cattle 
for fattening with the object of ob- 
taining a better price for his corn 
by converting it into beef and of ob- 
taining the manure for his land. 
After he has fattened the cattle, 
they are re-shipped to the stock- 
yard centers and there sold to the 
butchers and packing houses. Ob- 
viously, loans on feeder cattle, be- 
ing of short duration, the security 
daily growing more valuable, being 
eligible for rediscount, are extremely 
popular and the competition therefor 
keeps the interest rates near the min- 
imum. It is admitted by all con- 
cerned that the supply of credit at 
reasonable interest rates was ade- 
quate for all of the legitimate needs 
of feeder cattlemen. 


Dairy cattle are maintained in 
considerable numbers throughout 
the United States while stock cattle 
are maintained principally in the 
great grazing sections of the West. 
Loans on either class of cattle lack 
the quality of being liquid; from the 
very nature of the business the 
loans cannot be repaid without sac- 
rificing the cattle, until the profits 
of the dairy, in the one case, or the 
growth of the herd, in the other 
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case, are sufficient for that purpose. 
Moreover, the size of the loans re- 
quired, especially in the case of the 
stock cattlemen, rendered National 
and Federal Land Banks unable to 
meet the situation. The dairyman 
was under the necessity of resorting 
to state institutions for any credit 
required in addition to the maxi- 
mum that could be granted by either 
the National or Federal Land Banks 
and sound banking principles made 
it necessary that the loan be fre- 
quently renewed. ‘The result was 
that the dairyman felt he was in the 
power of the banker and that a re- 
newal of his note might be refused 
at any time. 

At the time of the enactment of 
the act of March 4, 1923, the insti- 
tutions catering to the requirements 
of the western stock cattlemen were 
either independent loan companies 
or loan companies affiliated with 
state or national banks, located prin- 
cipally in the packing centers of the 
country to which the cattlemen 
naturally gravitate in search of 
funds. The packing houses, whether 
from choice or necessity here imma- 
terial, either own outright or hold 
large interests in the cattle loan 
companies or control the banks with 
which such companies are affiliated. 
There is no legal limit on the amount 
of a loan that may be made: by a 
cattle loan company and it was 
quite natural that officers of banking 
institutions confronted with press- 
ing and legitimate needs of cus- 
tomers and a legal restriction on the 
amount of a loan which rendered 
them unable to meet that. need, 
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should hit upon some method to 
circumvent the obstacle. The 
method was the affiliated loan 
company with identical, or nearly 
identical, officers and the same 
stockholders. Bank examiners ex- 
perience difficulty in ascertaining 
the true condition of such banks 
and from an administrative stand- 
point it is better that the two insti- 
tutions be as distinct in fact as they 
are in law. 

However, if the examination pre- 
sented the only difficulty, the mat- 
ter might be passed over. As in the 
case of the dairyman, a loan to a 
stock cattleman is a frozen loan and 
this fact coupled with an unstand- 
ardized inspection of the cattle and 
the rascality of a few cattlemen had 
resulted in a limitation on the sup- 
ply of available credit and in com- 
paratively high interest rates. The 
interest rates ran so high as to ser- 
iously diminish the cattleman’s mar- 
gin of profit with the consequence 
that the supply of feeder cattle for 
the Corn Belt farmer and_ the 


world’s supply of beef was steadily 


decreasing. 

Some of the western cattleman 
sought a correction of the existent 
conditions in the establishment of 
Cattle Loan Banks, or, as termed 
in the statute “national agricultural 
credit corporations.” The United 
States is not to advance any 
part of the funds for the organiza- 
tion of the banks but is to permit 
their organization with a capitaliza- 
tion of not less than $250,000 each 
in which national banks subject to 
the approval of the comptroller of 
the currency may be interested to 
not exceed 10 per.cent. of their un- 
impaired capital and surplus. The 
law follows quite closely the Na- 
tional Bank Act with amend- 
ments, and places the Cattle Loan 
Banks under the supervision of the 
Comptroller of the Currency. Pro- 
vision is also made for the organi- 
zation of rediscount banks with cap- 
italization of not less than one mil- 
lion dollars each. 


The limit on loans to any individ- 
ual or corporation, unless secured 
by warehouse receipts, is fixed at 
20 per cent. of the unimpaired capi- 
tal and surplus of the lending bank. 
If secured by warehouse receipts 
the maximum is fixed at 50% of the 
unimpaired capital surplus. 
Interest rates must not exceed 


the rates fixed by the state in which 
such bank is located. Except the 
rediscount corporation, the banks 
are required to deposit with the 
Federal Reserve Bank of the dis- 
trict in which they are located 
United States Bonds aggregating 25 
per cent. of their capital and must 
keep on deposit such bonds of at 
least 7'2 per cent. of the amount 
of their loans. These bonds are to 
be held in trust for the ‘equal and 
pro rata distribution and benefit of 
all holders of notes, debentures, 
drafts, bills of exchange, or accep- 
tances upon which such corporation 
may be directly or contingently 
liable.” 

The Comptroller of the Currency 
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is required to take into considera- 
tion before granting permission to 
any Corporation to do business 
whether the laws of the state in 
which the bank is to be organized: 

“Afford adequate protection to ad- 
vances made upon the security of ware- 
house receipts covering agricultural com- 
modities or chattel mortgages upon live 
stock with respect to (a) bonding, |i- 
censing, and inspection of warehouses; 
(b) recordation of chattel mortgages or 
deeds of trust on live stock; (c) recorda- 
tion of brands or other identifying marks 
on live stock; (d) reporting and record- 
ing interstate shipments and slaughter of 
live stock; and (e) right of mortgagee 
to release a portion of the mortgaged 
property without prejudice to the prior- 
ity of lien as against junior lienors or 
other creditors of the mortgagor.” 

The cattle loan companies main- 
tain experienced cattle imspectors 
who view the cattle before purchase, 
check up the statement of brands, 
and make inspections of the cattle 
at more or less frequent intervals 
during the life of the loan. So 
efficient has been their work that 
there have been within recent years 
very few losses. The new law 
provides that the Secretary of Agri 
culture shall issue licenses to cattle 
inspectors and that the Cattle Loan 
Banks must employ such inspectors. 
and none others, to inspect the cat- 
tle on which it proposes to make a 
loan. In other words, the National 
Agricultural Credit Corporations 
may not select any inspector its off- 
cials may think efficient but must 
take an inspector who has demon- 
strated his fitness to an impartial 
examiner as the Secretary of Agri- 
culture. 

Also a third deputy comptroller 
is provided for the office of the 
comptroller of the Currency, who is 
to have direct supervision over the 
organization supervision of 
these cattle loan banks. The ex- 
pense of administration and super 
vision of so much of the act of 
March 4, 1923, as relates to the 
cattle loan banks is to be paid by 
said banks in approximately the 
same manner as the expenses of the 
administration and supervision of 
the national bank act are paid. 


Inflation 

Credit should be available to financ: 
expanding production, but when produc 
tion has reached its limit credit expan 
sion has reached the limit of its useful 
ness also. The place to exercise the 
most effective control over inflation is 
at the beginning.— National City Bank of 
N. Y¥. 
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To Forge Ahead In Farming 


By DR. CHARLES L. STEWART 


Bureau of Agricultural Economics, U. S. Dept. of Agriculture 


The Economic Square Applied to Agriculture. 
Slacker Animals, Seeds, Machines and Helpers. 


Weeding Out of 
Make the First 


Part of Life Take Care of the Last Part. 
Ability to Save. 


IF a man would forge ahead in 

farming, he must do two things. 

He must get two good legs and 
hit up a “pace” or “lick” that will 
win. 

The legs that help men get ahead 
in farming are, first, the power to 
produce, and second, the power to 
save, 


The Power to Produce 


A person who wants power to 
produce must understand the four 
sides of a very important figure. 
This we will call an “economic 
square,” for, though the sides are 
not equal in dimension, they are 
equal in importance. What the city 
man has in mind when he thinks of 
Receipts, Cost, Profits and Percent- 
age we will consider under the four 
terms: Output, Input, Surplus and 

This economic square must be ap- 
plied in one way to (1) the things 
and outside persons used by the 
farming family in its business en- 
terprise, and in another way to (2) 
the members of the farming family 
who naturally regard their bodies, 
brains and personalities as fields to 
cultivate, build up in fertility, and 
otherwise use for self, family, na- 
tion and God. We will regard the 
latter as “another story” and confine 
the use of the square now to the 
labor, land and capital items used 
by the farm family in its business 
enterprise. 

We will first apply the economic 
square to dairy cows, much the same 
kind of result would be obtained by 
using acres, implements, carloads of 
fertilizer, months and days of hired 
labor, fields of corn and cotton and 
other things used in production. 

In figure B are some truths that 
no practical farmer can overlook. 
These are: 


Differences in the 


How Long Do You Expect to Live? 


Better Farm Planning 


Upon the average practice of 
sound farm economics, and in- 
telligent planning, depends the 
prosperity of the community 
and of the community’s bank. 

If the average is high it 
makes for a high degree of 
prosperity in which the bank 
shares. 

In the accompanying article 
by Dr. Charles L. Stewart of the 
United States Bureau of Agri- 
cultural Economics—a discuss- 
ion of the economic fundament- 
als of farming—there is mate- 
rial likely to be useful in aiding 
the bank’s agricultural custom- 
ers to so plan their lives and 
work that some common mis- 
takes may be avoided and that 
more satisfactory working con- 
ditions may be attained. 


(1) Cows differ very widely in the 
value of their products. The four best 
cows in the Wisconsin competition aver- 
aged $205 while the four cows at the 
end of the list of 396 averaged but $81. 

(2) Cows with little output may con- 
sume more feed than those of high out- 
put. The least efficient four cows shown 
here actually ate $4 more per head than 
the four cows that were most efficient. 

(3) Whether cows are being kept as 
boarders or are helping pay their way is 
shown in the third column. Two were 
“eating their heads off.” The rest of the 
cows gave the user more output than 
sufficient to repay the input. Even those 
that show a surplus, however, may be so 
valuable for butchering or may be so 
highly priced by someone else that one 
cannot afford to buy or own them for 
the surplus he expects them to yield him 
in the few years the surplus may con- 
tinue. 

(4) When one wants to “sell” his ieed 
in the form of dairy produce so as to 
get more for it, he will want to consider 
not merely the surplus the cow yields 
but the dairy output per pound or dol- 
lar’s worth of feed. It is important to 
note that the cow that stood highest in 
surplus stood fourth in efficiency. 


The person who wants power to 
produce must be a good judge of 
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animals and plants, machines and 
materials, acres and farms, and es- 
pecially helpers engaged to use all 
these things for him. To weed out 
“slacker” cows, seeds, machines and 
hired hands is sometimes easier than 
to dispose of “slacker” acres and 
fields which cannot be slaughtered 
or junked by the next buyer. How 
to handle these no-surplus acres, on 
which taxes have to be paid almost 
as high as one’s better land, is 
a hard problem. Only by most care- 
ful application of the Economic 
Square to all these problems can 
the farmer avoid buying and hiring 
at too high figures, and keeping 
what does not pay. 

This brings us to the other leg 
on which one must step if he runs 
or climbs to success in farming. 


The Power to Save 


The power to spend savingly 
what one gets for being a surplus— 
making producer is even more im- 
portant. How families respond to 
the temptation to use up their sur- 
plus immediately is an important 
test in sorting out those who do 
more good from those who merely 
do some good. The family that 
saves money and goods so as to 
spend the most in its “spending life- 
time” rather than the most in the 
immediate present is the one that 
gains control over business mater- 
ials, methods, and men. _ This 
“spending lifetime” of the family 
can be more simply regarded as that 
of the head of the family himself. 

By a man’s “spending lifetime” 
we mean the lifetime of his spend- 
ing. One’s parents may be said to 
be spending through him until he 
is around twenty years of age and 
he may be said to be spending 
through his dependents until his 
children have attained about that 


ia 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


age. Roughly speaking, one’s 
“spending lifetime” may be said to 
begin about twenty years before he 
is disabled in his ability to produce 
output and to run about the same 
length of time after. Few things 
so utterly unlike have ever been 
yoked together. ‘The period before 
disability is one of feasts and the 
period after disability is one of 
famines in the case of most spend- 
ers. “To make the first part of life 
take care of the last part, is the real 
job humans are up against.” 

Because spending after disability 
is so generally unprovided for, 
there is an especially high 
premium awaiting the 
person who gives it a 
proper place in his 
scheme of spending. The 
policy of selecting things 
to buy now so as to sup- 
port the largest “life- 
time” spending is called 
saving. Saving is often 
thought of as refusal to 
spend. This, of course, 
is a false view. One can- 
not refuse to spend. If 
the buying power he has 
received is kept in the 
form of cash or of de- 
posit credits at the bank 
he has a valuable thing 
he has bought. He may 
sell some of these coins 
or bank credits in order 
to buy something else. 
lf he buys more effec- 
tively producing bonds, 
lands, and tools now, and 
spends less on joy-riding, 
fine clothing and useless 
travel, he will have more to spend 
for the enjoyment of himself and 
dependents through the rest of his 
spending lifetime. Saving is, there- 
fore, the buying of goods that pro- 
mote future income. 

How widely people differ in their 
ability to save is suggested by the 
accompanying diagram. We _ see 
here that of farm tenants and oper- 
ating owners only a very few were 
distinguished by their ability to 
spend savingly. Here again, if we 
had enough information we could 
help much more clearly to trace the 
importance of saving to the far- 
mer, not only when in charge of a 
farm as its operator, but also when 
engaged as a farm hand or in other 
rural service. 


Using Both Legs 


In walking or running one has 
his weight first on one leg and then 
on the other. It is sometimes neces- 
sary for a person to take turns in 
using the two legs we have des- 
cribed. One who wants to train 
himself to be the largest “lifetime” 
spender may do poorly not to use 
up some of his savings in taking a 
course in the agricultural college. 
Many a man buys land beyond his 
skill to use well and finds it a means 
of reducing his power to produce 
skillfully. Others build up power 


THE ECONOMIC SQUARE 
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Poise or balance 1s the economic goal. 


Fig. A. Terminology Chart 


to produce skillfully forgetting that 
skill is a perishable property, often 
passing away before its owner. The 
wise estate builder wants skill in- 
side of him to match property out- 
side of him and property outside to 
match his “inside property.” “In- 
side property” can only serve one 
before he is disabled, but “outside 
property” can serve him both be- 
fore and after that fateful day. 
Good legs are not all that it 
takes to get ahead in the world. One 
must hit up a pace or lick that will 
put him forward as much as desired. 
The chances are even that any 
man you meet between the ages of 
20 and 40 will be dead in 30 or 40 
years. The following table shows 


Efficiency 
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the length of life that one stands a 
fifty-fifty chance to attain, if healthy. 


Age likely 
to be 
attained 


Years of 
Expectancy 


Age at last 
Birthday 


Within a period of 20 or 30 years, 
which may be reduced 
by a few years of disa- 
bility before death, one 
must do the producing 
for his “spending life- 
time.” This is one of 
the most unyielding facts 
a man confronts in build- 
ing his life estate. 

In aiming toward farm 
ownership another hard 
fact is that all cannot 
own the most valuable 
farms. The accompany- 
ing diagram shows in a 
rough way the percent- 
age of farms in each of 
nine ‘‘valuation grades.” 

It is certain that only 
a very small percentage 
of farmers can hope to 
own A-grade farms. Not 
only are A-grade farms 
bid up so as to increase 
Y| in price as rapidly as 

farms in other grades, 

but the amounts that 
have to be paid in cash to pur- 
chase A-grade farms are usually so 
large as to put them beyond the 
reach of all but a very small per- 
centage of buyers. Often farmers 
undertake to buy farms beyond their 
means. ‘This appears to have been 
the case particularly during the ill- 
starred land booms that occurred be- 
tween the end of the world war 
and the collapse of produce prices 
in 1920. 

Since there is more satisfaction in 
being able 10 or 20 years from now 
to buy a farm of better grade than 
one has been saving up for and 
since any prospect of falling farm 
land prices is more than offset by 
the likelihood that one will fail to 
save up the $15,000 or $150,000 he- 
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planned on saving, it is safer for the 
person who is selecting an amount 
to accumulate for farm purchase to 
set his stakes high. 


Adjusting One’s Lick 


‘‘o accumulate for the purchase 
of a $5,000 to $100,000 equity in 
any kind of farm one must get the 
benefit of compound interest. The 
following table shows the sum to 
which $100 each year will increase 
at compound interest in one to five 
decades at 6 and 8 per- 
cent. a year 

To accumulate $100,- 

000 in 50 years one must 
lay by $817 a year and 
keep it compounding at 
8 per cent. In 40 years 
of compounding at the 
rate of 6 per cent. one 
can accumulate $50,000 
by laying aside $305 a 
year. 

It is clear that consist- 
ent saving will do won- 
ders in enabling one to 
climb the asset ladder. 

It is equally important, 

however to note the great 

difference between 6 and 

8 per cent., especially 

after thirty years. One 

who is tempted to bor- 

row at high rates must 

recognize the fact that he 

is helping to build up 

the lender’s accumulation 

much more rapidly than 

when the rate is lower. 

Likewise. he will be 

slow to cut down his 

property in live stock, 
implements, and working 

cash, the return on 

which he may keep as 

high as 25 or 30 per 

cent, a year. He will be especially 
slow to buy land valued so much be- 
yond its productive power that he 
gets but 2 to 4 per cent. a year as 
has been the case in many sections 
in the last 10 years. 


Insuring One’s Lick 


Having selected the distance one 
Wishes to cover in his farm econ- 
omic experience, and having ad- 
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justed one’s stride so as to get there 
in half or two-third of the years one 
expects to live, there is still a final 
need. One must plan on the extra 
hardships which are likely to befall. 
One must “hedge” against the pecu- 
liar handicaps he may suffer. 

The first of these handicaps is the 
uncertainty of life. Power to pro- 
duce a surplus, power to spend 
savingly, good adjustment of one’s 
lick to the goal he hopes to reach are 
all perishable. The loss of mem- 
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Fig. D. How Farmers Differ in Saving 


bers of one’s family are blows from 
which his life estate may never re- 
cover. Insurance on the lives that 
are most essential to the family in- 
come is the chief resort to relieve 
such losses. Life insurance to an 
amount sufficient to pay off one’s 
full share of the family’s debts is 
certainly the least that can be af- 
forded. Insurance on health and 
against disability may have an 


TABLE II. Compound Interest Table. One Hundred Dollars Per Annum 


Rate per annum 
at which compounded 


10 
6% $1397 
8% 1464 


20 
$3899 
4942 


Amount of Accumulation at the end of 


various periods 


40 
$8390 $16415 
12234 


27978 


50 
$30810 
61967 
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equally sound place in one’s estate 
building. Insurance against mis- 
fortunes to ane’s bodily powers and 
insurance against damage to his 
property from fire, windstorm and 
other hazards may be no more im- 
portant, however, than to find a way 
of insuring his -estate against a 
damaging change in the conditions 
affecting costs and prices. 

There are two ways to “hedge” 
against falling prices, rising costs 
and those especially dark times 
when both costs and pro- 
duce prices move against 
the farmer. 

One way to “hedge’ 
against the years in 
which the clamps of ad- 
versity catch the farmer 
is to hold some property 
back to support an emer- 
gency loan. ‘This rfe- 
serve may be held in the 
form of an equity, as, 
for instance, one may not 
cover more than a third 
of the value of his prop- 
erty by mortgage, leav- 
ing a margin of $20 or 
$50 an acre which might 

be borrowed on second 

mortgage in case of need. 

A better way is to keep 

a part, say 40 or more 

acres, of one’s land un- 
encumbered so that, if 
necessary, he can place 

a first mortgage loan on 

it to tide him over to 

better times. Resort to 

further borrowing even 

when falling prices make 

loans harder to repay 1S 
sometimes jutified as a 

means of avoiding com- 

plete financial shipwreck. 

A more fundamental 

method of “hedging” against price 
and cost movements hurtful to farm 
profits is to have part of one’s as- 
sests in investments that are likely to 
be benefited by the same factors that 
hurt his farming interests. When 
farm products take the lead in a 
general fall of prices, a farmer may 
be particularly fortunate if he owns 
(1) sound bonds and mortgage 
notes payable to him; (2) stocks in 
public utility companies, such as 
railroads, warehouses, and other in- 
terests for which public bodies fix 
rates that are revised only at long 
intervals; (3) policies and stocks in 
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Fig. B. How 
companies insuring life and prop- 
erty; and (4) other “bear” proper- 
ties. These “bear” interests usually 
find a decrease in the prices of food 
and raw materials a source of re- 
duced and larger profits. 
Their volume of business can some- 
‘times shrink in nearly equai degree 
with their costs without reducing 
the values of their securities. If 
such properties fail to fall in vaiue 
as much as the cost of living, and 
certainly if they rise somewhat in 
price, they can be considered as 
safety devices for the investor in 
farm lands and operations. In gen- 
eral, these properties are just as 
plainly “bear” as farming properties 
are “bull.” 

The saying that one should not 
have all of his eggs in one basket 
applies here. To be the most con- 
servative investor one should have 
half his income from “bull” baskets 
and the other half from “bear’’ bas- 


costs 


\ 


Cows Differ in Value 


kets. ‘The investing farmer who 
even takes a few steps toward the 
fifty-fifty plan helps to “give a 
chance” to the fellow in other lines 
than farming, in other stages of 
farm progress, and in other lines of 
farm production. By taking shares 


in a railroad or other public nes: 
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by lending to the government, other 
farmers and other business men, and 
by carrying a good balance at the 
bank for other members of the com- 
munity to invest productively, one 
may approach the fifty-fifty basis 
as closely as his banker’s judgment 
will support. He will find his in- 
come from those sources and his 
credit at the bank improved when 
the times move against agriculture. 
He need not consider it unselfish on 
his part to “give the other fellow a 
chance.” He may not plunge 
through to wealth so rapidly when 
the times favor producers nor 
plunge to despair so quickly when 
the consumers of some of his 
products get their inning. Helping 
the other side a little in the game 
is not merely good sportsmanship, 
it is the law of conserving the best 
lifetime lick. 


Row Counties Differ in Average Vaiue 


California Superintendent’s Ruling on Branches 


FRANKLIN JOHNSON, 

State Superintendent of Banks 
in California recently an- 
nounced two new rulings relative 
to the establishment of banks. They 
are as follows: 

“From and after this date no 
branch office shall be established by 
any bank in a city or locality other 
than that in which its principal place 
of business is located by the pur- 
chase of or consolidation or merger 
with another bank unless both banks 
shall have been open for business 
for at least three years prior to said 


sale, consolidation or merger unless 
the superintendent of banks in his 
discretion shall find that the public 
convenience and advantage require 
it ; in the case of a national bank that 
has been converted into a State bank 
the time required herein shall be con- 
sidered as running from the date of 
the original organization of said na- 
tional bank. 

“From and after this date no 
branch shall be created in any lo- 
cality other than the city or locality 
in which is located the principal 


place of business except by purchase 
of or consolidation or merger with 
an existing bank in said city or lo- 
cality unless the superintendent of 
banks in his discretion shall find that 
the public convenience and advant- 
age require it. 

“The rules hereby enunciated will 
be taken up for further considera- 
tion and for such changes as may 
appear desirable at such time as 
there may be any change in the 
status of national banks as to their 
right to operate branch offices or 
agencies in the State of California.” 
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Federal Reserve Bank Examinations 


By E. E. MOUNTJOY 


The Practice of State Departments Asking Reserve Banks to 
Conduct Examinations Which the Former Are not Equipped to 


Undertake Raises Various Questions. 


Meet the Requirements of the State Laws? 


bank members of the Fed- 

eral Reserve System by the 
examining forces of the Federal 
Reserve Banks have been conducted 
during the last year to an extent 
not contemplated by the framers of 
the Federal Reserve Act. The act 
permits the Reserve Banks, in lieu 
of examinations by their own peo- 
ple, to accept reports made by the 
banking departments of the various 
states. The same law, however, 
gives to the Reserve Banks the right 
to make special examinations when 
such seem necessary and to assess 
the costs upon the banks examined. 
The law goes so far as to specify 
the purposes for which such special 
examinations shall be made; they 
shall be so conducted as to inform 
the Reserve Banks of the condition 
of their member banks and of the 
lines of credit being extended by 
them. 


van membe INS of the state 


Primarly for Reserve Banks 


This recitation of the purposes of 
such special examinations appar- 
ently leaves no doubt that examina- 
tions made by the Federal Reserve 
hanks are intended primarily for 
the benefit of the Reserve Banks. 
Such advantages as accrue there- 
from to the banking departments 
in the states are not begrudged to 
them, but the practice has departed 
somewhat from the original pur- 
pose. That it was intended to have 
a spirit of co-operation maintained 
between the two systems of banks 
none will deny. Co-operation 
should and does exist to the ex- 
tent that facts elicited by one super- 
visory body are made available to 
the other. The situation has been 
complicated, however, within the 
year by the banking  authori- 
ties in some of the states requesting 
the Federal Reserve Banks to assist 
in conducting examinations pre- 
scribed by state laws, 


The practice, in a greater or 
lesser degree, has been followed in 
a number of the reserve districts. 
It has been indulged in under what 
the Reserve Banks and the states 
as well are pleased to term co-oper- 
ation. This has given rise to ser- 
ious consideration of the authority 
for such practice, of the advisabil- 
ity and the sufficiency of such ex- 
aminations, and the views upon the 
question of compensation are not 
harmonious. 


Does not Conform 


It is not likely that the banking 
department of a state would be 
satished with an ascertainment of 
the facts for which the law permits 
a Reserve Bank to make special ex- 
amination, 7. ¢. “to inform the 
Federal Reserve Bank of the condi- 
tion of its member banks and of the 
lines of credit being extended by 
them.” Is it the province of the 
Reserve Banks to make examina- 
tions to determine whether banks 
are conforming to the banking laws 
and regulations of the various 
states? That is the duty of the 
states. There is grave doubt that 
the law contemplated the use of the 
machinery of the Reserve Banks by 
the states to maintain a supervision 
over their systems of banks. 
Whether this is a proper function 
of the Reserve Banks is yet to be 
decided, but that it was not intended 
to be such seems to be pretty clear 
in the light of the definite provi- 
sion of the Reserve Act specifying 
the purposes for which examina- 
tions may be made by the Reserve 
Banks. 

Whether it is 
Federal Reserve Banks should 
make examinations for the state 
banking departments depends upon 
facts. Aside from the question of 
the strict legality of such work if a 
state finds that without outside as- 
sistance it cannot possibly make the 
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desirable that 


Do Federal Examinations 
Who Should Pay? 


examinations prescribed by law it 
is desirable that it receive aid from 
some source, and it is equally de- 
sirable that the examiners be profi- 
cient. 


Question of Compensation 


It is said that in one instance a 
force of nearly one hundred people 
from one of the Reserve Banks was 
directed to assist a state in making 
an examination of some of its 
banks. It is no reflection on any 
one concerned to note here that the 
hasty gathering of a force of that 
many people from one bank, most 
of whom were not skilled exam- 
iners, could not produce the most 
satisfactory results. The work 
calls for a peculiar ability and for 
experience which cannot be ac- 
quired over-night. Such an exam- 
ination could not by any stretch of 
imagination measure up to the re- 
quirements. Strive as they would 
to meet the exactions of the law 
to the end that the banks themselves 
and their depositors might be 
served and protected, the examin- 
ation must somewhere fall short 
of producing the results which the 
laws of that state intended. There 
is no intimation that any laxity has 
crept into the conduct of banks in 
that or any other state, but it is 
clear that no state should permit 
such organization of its banks as 
to relax thorough exercise of its 
supervisory powers. 

Upon completion of the examin- 
ations in this particular instance 
there arose the question of com 
pensation for the assistance ren- 
dered. There was advanced the 
view that the examinations were 
not independent ones, but rather 
in the nature of co-operation with 
the state; that they were helpful to 
the Reserve Bank as well and that 
it should not be compensated there- 
for. This conflicted with the posi- 
tion of those who adhere to the 
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language of the law, and the matter 
was thereupon referred to the 
Federal Reserve Board for deter- 
mination. It may be necessary to 
make a complete survey of the ac- 
tivities of all Reserve Banks and it 
is possible, too, that legislation will 
have to be resorted to. 

The matter has been discussed a 
number of times by the Federal 
Reserve Board. The Board feels 
that whatever costs are incurred 
in administration of the Reserve 
Banks shall not be unjustly assessed 
against any class of members. Na- 
tional banks contribute by far the 
larger portion of the expenses of 
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the Reserve System, and whatever 
the outcome of this controversy it 
is clear that the system should not 
be charged with the costs of ad- 
ministering the laws of any state. 

Assessing the costs of such ex- 
aminations presents some difficul- 
ties because of the different state 
laws governing the maintenance of 
their banking departments. How- 
ever, if all other suggestions are dis- 
approved, and it is decided that Re- 
serve Banks may make such exam- 
inations and may charge therefor, 
there is left the one simple plan of 
assessing upon the bank examined 
the expenses actually incurred. 


Put the Books to Work 


N antidote for that unrest 

and discontent which is one 

characteristic of the times is 
understanding. 

The men and women who are 
susceptible to the money schemes 
and socialistic schemes of the re- 
fined and of the two-fisted reform- 
ers are as a rule susceptible be- 
cause there is nothing in their 
scheme of reasoning, nor in their 
own experiences which reveals to 
them the error of the reformer. 

The men and women who are 
immune from the contagion of the 
reformer who is advocating things 
in the hope of ushering in a new 
prosperity are immune because they 
have knowledge of a few funda- 
mental principles. 

There are forces at work in the 
nation today which are a direct 
menace, not merely to general pros- 
perity but to the prosperity of 
every financial institution. Every 
gain in adherence made by lead- 
ers of false doctrines means a 
loss to business. Any work done 
by the banker and his staff to coun- 
teract and check the growth of 
false doctrines relating to the pro- 
duction and distribution of wealth 
may therefore be clearly considered 
as coming within the day’s work 
and as among the important and 
needful duties. 

More people will be rendered im- 
mune to false doctrines concerning 
money credit and related subjects 
if the bankers will take it upon 


themselves to see that the books on 
economics in their public libraries 
are brought to the attention of the 
public. 

Through the co-operation of the 
librarians and of the local press, al- 
ways to be had for the asking, the 
attention of the public may be di- 
rected to the importance to the in- 
dividual of broadening his under- 
standing of economics. Let him be 
plainly told that the spread of false 
theories regarding currency, capital, 
wages and employment, is some- 
thing that touches his own wealth, 
the value of his home, the value of 
the services he has to sell, and the 
value and safety of what he has in- 
vested. The publication of a list of 
books on economics will serve a 
useful purpose, but the service is 
enhanced if the list is read after an 
interest and a desire in the subject 
has been created. Every standard 
book on economics now in every 
public library should be in con- 
stant use. 

Uneducated intelligence is always 
a liability. In the present state of 
the public mind lack of undersiand- 
ing of economic principles is an ex- 
treme liability. High prices for 
some things, discouragingly low 
prices for other things, heavy taxes 
and the ever-ascending plane of liv- 
ing, all have a tendency to make peo- 
ple of uneducated intelligence recep- 
tive to plausible but time-proven 
falsities in economics. 

As approved books on economics 
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are set in circulation men and 
women should become not only safe 
from the danger of giving moral 
support to unsound money schemes, 
but the readers, consciously and un- 
consciously, should become intelli- 
gent advocates and defenders of 
sound principles. The informed 
man who participates in those cas- 
ual discussions in shop, factory or 
office where opinions are formed, 
often is far more useful than the 
polished, platform expounder. 

Here is a piece of protective and 
preventive work worthy the atten- 
tion of someone or some committee 
of bankers in every community— 
preventive because it is sure to save 
trouble hereafter, protective because 
it should be a factor in the protec- 
tion of the customer’s employment, 
his wages or business savings and 
deposits. In many instances Clear- 
ing House Associations have tak- 
en up this necessary work and the 
public has indicated a very marked 
favorable reaction. 

It is easy enough to direct the at- 


tention of the public once; what is 
needed is continued direction and 


continued attention. The Clearing 
House plan provides for constant 
renewal of interest. 


German Pre-War Balance Claims 


As a result of information com- 
ing to the headquarters of the 
American Bankers Association 
that many banks, which have filed 
claims with the State Department, 
Washington, for pre-war balances 
in German banks, have been solic- 
ited by attorneys to represent them 
in the prosecution of such claims on 
a contingent fee basis, the Associa- 
tion has made the announcement 
that there is no necessity for such 
employment by any bank. All 
claims of member banks, it is 
pointed out, have been put in the 
hands of an attorney by the Com- 
merce and Marine Commission of 
the American Bankers Association, 
by whom all their interests are safe 
guarded. 


The common assumption, says the re- 
view of the First National Bank in St. 
Louis, that the highest degree of pros- 
perity is synonymous with the highest 
level of prices and- wages is not war- 
ranted by the facts of industrial history. 


The Single Bank of Issue in Mexico 


By G. BUTLER SHERWELL 


(G. B, Sherwell, Washington, D. C.) 


Banking in Mexico During the Administration of General Diaz 
and Changes Brought About During the Revolutionary Periods. 
Disruption of the Banking System During the Carranza Admin- 


istration. Monetary Changes. 


HE wealth of an individual, of a 
family, of a business enterprise, 
and of a nation is in direct func- 

tion with the amount of produc- 

tive work performed by each in excess 
of that which is essential to supply its 
needs. Such surplus of work, converted 
into wealth, is what constitutes the ac- 
cumulated wealth of a nation. The 
vicissitudes through which the Mexican 
Republic has been passing since 1910 
have so disrupted the economic structure 
of the country that it can hardly be 
stated that wealth is being accumulated 
in Mexico at present. Three distinct 
types of population have characterized 
Mexico almost since its establishment as 
an independent nation. Labor, which 
constitutes the bulk of the population 
of that country, is to a large extent 
satisfied to produce just enough to make 
a bare day-to-day living. It is evident 
that this class is not a producer of ac- 
cumulated wealth, and conditions are 
not very likely to change until the de- 
sire is promoted among these people to 
live on higher standards, possibly by 
the introduction of selected immigration 
into the country. The middle classes 
live, as a rule, on wages which are 
limited to their necessities and produce 
littlke accumulated wealth. The third 
‘lass, which comprises the merchant, the 
farmer, the manufacturer, etc., produces 
the bulk of Mexico’s accumulated wealth. 


Cause of Political Outbreak 


Among the several causes of economic 
order which have been given as powerful 
elements accounting for the political out- 
break of 1910, the fact that the banking 
machinery of the country was in the 
hands of a privileged group of the 
latter class occupies a prominent place. 
In 1910, Mexico had a sound and strong 
banking machine, but it did not answer 
the credit necessities of the country in 
general. Its facilities were enjoyed to 
the largest extent by those directly con- 
nected with the banking institutions. 
Notwithstanding the improper services 
rendered and the inadequacy of these 
institutions to give the country the 
financial assistance required, which 
called for a thorough reform, the treat- 
ment received by them from the revo- 
lutionary factors cannot be viewed as 
favorable from any angle. The majority 
of the banking institutions forced to 
liquidate by the Carranza Government 
are entitled to a certain amount of com- 
pensation from the present government 
for damages caused by the seizure of 
funds from the vaults of the banks and 


damages on account cf illegal suspension 
of their activities. The establishment of 
the Carranza Government was marked 


Bank of Issue Plan 


by the total disintegration of the bank- 
ing machinery of Mexico, and since then 
considerable attention has been given in 
that country to the idea of organizing a 
single Bank of Issue. The Querétaro 
Convention took the initial steps in that 
direction, but up to the closing of the 
Carranza administration the matter was 
still in suspense. Mexico had been left 
alone since then to solve its own banking 
problems and the result was that a 
considerable number of banking institu- 
tions of private character were organized 
throughout the country, which have been 
instrumental in giving a more or less 
efficient routine banking service.  In- 
stitutions of this sort, with few ex- 
ceptions, have been well managed and 
their operations have been conducted 
in a sound and conservative manner, 
contingent to general conditions, but 
their success has only been partial. The 
recent failure of one of the strongest 
privately owned institutions, the Banque 
Francaise de Mexique, together with 
six other banks, has demonstrated once 
more that it is imperative to reform 
the banking and economic situation of 
the country as soon as it is humanly 
possible and that the legislation of that 
country should give this matter pre- 
ferred consideration. 

Before the promulgation of the first 
banking law of Mexico on March 19, 
1897, there had been established in that 
country nine banks of issue, with total 
assets of 68,565,519 pesos. The most 
important of these were the Bank of 
London and Mexico, established in 1864 
as a branch of the Bank of London, 
Mexico and South America, and the 
National Bank of Mexico, which was 
established in 1884. These two banks 
opened their main offices in Mexico 
City and operated branches and agencies 
in the principal cities and towns of the 
interior. 


By the provisions of the law of 1897,. 


which was the result of the study for 
the reorganization of the banking svstem 
made by the Secretary of the Treasury, 
Mr. José I. Limantour, banks and insti- 
tutions of credit were divided into three 
different classes, according to the par- 
ticular functions which they would be 
called upon to perform, as follows: (1) 
Banks of issue, which would issue bank 
notes, payable at par, on demand and to 
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bearer. The National Bank of Mexico, 
which before the banking reorganization 
had a practical monopoly of note issue, 
was left in an influential position as the 
center of the new system, but the new 
law encouraged the creation of a strong 
central bank of issue in every state. 
(2) Mortgage banks, which made loans 
on urban or rural property and issued 
interest bearing bonds, secured by the 
same guaranty. These bonds were re- 
deemable under certain regulations at 
given terms. The Mortgage Banks of 
Mexico were established on the European 
pattern. The difference between these 
banks and those of promotion was the 
term of their obligation. In the case 
of promotion banks the period was 
limited to two years under the law in 
reference, but in 1908 the limit was 
changed to three years. (3) The so- 
called “promotion banks,” which ad- 
vanced funds to mining and agricultural 
enterprises, the security for such loans. 
being the tools and machinery of the 
enterprises. Such ‘banks were invested 
with the power of supervising closely the 
management of the enterprises, whose 
profits were remitted to the bank as they 
were realized. 


Thirty-two Banks Established 


Under the terms of the banking law 
there were established between 1897 and 
the year 1913, which marked the be- 
ginning of the disruption of the banking 
system of Mexico, a total of thirty-two 
banks of issue throughout the country. 
According to the reports of the Depart- 
ment of Finance in 1913, there were in 
existence twenty such banks, with total 
assets of $425,500,000. In the same year, 
there were four mortgage banks in oper- 
ation, with assets amounting to $43,762,- 
000. In 1897 only a single mortgage 
bank had been established with total 
assets of $4,857,000. At the end of the: 
fiscal year 1913, six banks of promotion. 
had been established with total assets 
amounting to $83,000,000. In addition 
to these institutions, there were also es- 
tablished in Mexico in the same period, 
two general banks of deposit, one irriga- 
tion and agricultural bank, six branches 
of foreign banks, several private bank- 
ing organizations and the Monte de 
Piedad, classed as a bank, but perform- 
ing operations of pawnshop' under 
Federal control. This institution had 
been established in 1774 by the Conde 
de Regla, under charter of Charles ITI, 
King of Spain. In certain periods be- 
fore the establishment of the banking 
law, this institution performed banking 
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functions, including the issue of notes. 

The new form of banking charter af- 
forded the opportunity for the creation 
of a central institution of a special char- 
acter, and the Central Bank was estab- 
lished in 1899. This institution became 
a sort of clearing agent for the state 
banks and contributed a great deal to 
the banking development of the country 
by binding them together in effective 
co-operation. This institution was em- 
powered to rediscount for its member 
banks in case of need. 

According to the terms of the banking 
law of 1897, a bank of issue could not 
be established with a capital of less than 
500,000 pesos. This provision was 
amended in 1908, increasing the amount 
of capital required to 1,000,000 pesos. 
Banks could not be organized until the 
declared capital had been fully sub- 
scribed and at least 50 per cent. in cash 
paid in. The duration of new bank 


charters was not to exceed thirty years 
from the date of enactment of the law 
for banks of issue, and fifty years for 
the other two classes of banking insti- 
tutions. The special privileges provided 
for in the law of 1897 consisted princi- 
pally of tax exemptions. These con- 
cessions gave rise to a rapid multiplica- 
tion of banks all over the country with 
the result that in 1905 it was found 
prudent to check their further extension. 
It was provided that no new charter for 
banks of issue would be granted until 
after December 31, 1909, and that the 
new charters issued after that date 
would not carry exemption from taxa- 
tion. This date was subsequently ex- 
tended to March 19, 1922. The law of 
1897 provided that the amounts of notes 
issued by the banks should not exceed 
three times the amount of their capital 
paid in, and sa cash reserve of 50 per 
cent. should be held against notes and 
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deposits subject to withdrawal at not 
more than three days. It is pertinent 
to mention the fact that this reserve 
was not to apply to deposits resulting 
from “loans in current account,” which 
are equivalent to an authority to draw 
against the bank for a certain sum at 
any time during a definite period 
Bank notes were not legal tender. They 
were required to bear on their face 
the promise to pay on demand to the 
bearer the amount of the note. Bank 
notes were first lien on the assets of 
the bank under certain stipulations. The 
principal restrictions imposed upon the 
operation of the banks of issue by the 
law of 1897 were four: that the paper 
discounted should not run for more than 
six months; that it should be guaranteed 
by two responsible signatures unless col- 
lateral security was given; that no mort- 
gage operations were to be transacted 
unless in the case of property taken by 
reason of default; and that the cir- 
culating notes should not be pledged 
or a lien placed upon them. The in 
spection of banks was in charge of local 
inspectors and a general inspector under 
the Secretary of the Treasury. 


System Disrupted 


The great system of Mexican banks 
with total assets at the beginning of the 
revolution amounting to about 600,000.- 
000 pesos, solidly built up by a pros- 
perous existence of seventeen years, was 
almost totally disrupted during the first 
vears of internal struggle in Mexico; 
its assets were wiped out,—due to cur- 
rency depreciation and legislation to 
force acceptance,—its reserves taken 
over by the government and finally de- 
clared insolvent during the Carranza 
regime in 1914. Since then, Mexico has 
been without banks, within the meaning 
of the law of 1897. 

Not only the banking structure ot 
the country, but the monetary system 
also suffered in a parallel manner. 

According to the currency law of the 
Mexican Republic, dated March 25, 1905, 
which remained in force until the Car- 
ranza regime, the theoretical unit of the 
monetary system of that country 1s 
represented by 75 centigrams of pure 
gold. This unit is denominated a peso 
The old duro or silver peso, which 
contains 24.4388 grams of pure silver, 
is declared to have a legal value equal 
to the said 75 centigrams of pure 
gold. 


(1) The Mexican peso is divided into 1) 
cents, and the coins in use at present are 
the following denominations: 

Gold coins—20 pesos, 10 pesos, 5 pesos, 2!» 
pesos, and 2 pesos. 

Silver coins—1l peso, 
and 10 cents. 

Nickel coins— 

3ronze coins 


50 cents, 20 cents, 
5 cents. 
5 cents, 2 cents, and 1 cent 
According to the currency law above re 
ferred to, the gold coins are composed ot! 
900 thousandths of fine gold and 100 thou 
sandths of copper. The peso consists ot 
9,027 ten-thousandths of pure_ silver, and 
973 ten-thousandths of copper. Its equivalent 
in American currency is $0.4985. The other 
silver coins are composed of 800 thous 
andths of silver and 200 thousandths ot 
copper. The bronze coins are composed ot 
95 parts of copper, four of tin, and one of 
zinc. The nickel coins are made of com- 
mercially pure nickel. 
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Coinage 


The right of coining belongs ex- 
clusively to the government. Under 
ordinary conditions new silver coins are 
struck and issued in exchange for gold 
coin or bullion in the proportion of 
75 centigrams of pure gold per peso. 
This ruling ceases to bear effect when 
the bullion value of the silver coins 
is greater than their coinage value at the 
legal parity adopted. (2) 

A decree enacted on November 13, 
1918, modified the currency law of 1905. 
No change was made in the theoretical 
unit of the monetary system, but the 
old peso ceased to be coined and was 
no longer to be considered as_ legal 
tender. The silver coins continued to 
be in denominations of 10, 20, and 50 
cents, 800 thousandths fine with 200 
thousandths copper. According to this 
decree, the law of March 25, 1905, was 
to continue in force with its additions 
and amendments, when not in conflict 
with the provisions of the decree of No- 
vember 13, 1918. A great scarcity of cir- 
culating medium has been felt in Mexico 
since early in 1918. Due to the increase in 
the price of silver in foreign markets, the 
silver coins of Mexico began to disappear 
from circulation. In order to meet the 
situation, the government authorized the 
issue of gold coins of a value of 2 and 
2.0 pesos. A decree enacted on No- 
vember 13, 1918, provided that the old 


l-peso pieces should not be used as coin, 
since they had practically disappeared 


from circulation. 


[The same decree or- 
dered as 


is substitution for the fractional 
circulating currency the coining of new 
silver pieces, as follows: One-piece coins 
with a weight of 18 grams—l4% grams 
fine; 50 centavos, with a weight of 9,265 
grams—7.25 grams fine; coin of 20 and 
10 centavos, with an amount ‘of pure 
silver and a weight in proportion to the 
other pieces. 

In March, 1921, an order was issued 
by the government to the effect that 
no gold should leave Mexico without 
proper official authorization, and in order 
to further avoid the exportation of gold 
from the country in exchange for Ameri- 
can bills, a new decree was issued on 
June 6, 1921, prohibiting the circulation 
of foreign currencies. 

he vicissitudes through which Mexico 
has passed on account of the revo- 
lutionary paper money issues started in 
1913, when the government of General 
Huerta obliged the banks to issue to 
emit notes in amounts far superior to 
those authorized under the banking law 
ot 1897 which was then in force. The 


: (2) Gold coins and silver pesos are un- 
limited legal tender, but the other silver coins 
are legal tender only to an amount not 
exceeding 20 pesos in one single payment 
Nickel and bronze coins are legal tender 
im amounts not exceeding 1 pesos in one 
and the same payment. Mexico was placed 
on a gold basis in 1916. The country now 
has only a metallic circulation, with gold 
as a basis and silver and bronze coins used 
as subsidiary currency. In 1895 there were 
13 mints in Mexico. This number was re- 
duced to four in 1904, due to the betterment 
in the facilities for transportation of the 
mineral from the mine to the mint. At 
the present time, there is only one mint in 
operation in the Republic, which is located 
in Mexico City. 
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circulation of these notes was made ob- 
ligatory, and the banks were not obliged 
to exchange them. The paper currency 
of the state banks was made legal 
tender throughout the Republic by a de- 
cree issued on January 7, 1914, subject 
to the following conditions: 


(1) The interested banks to conserve in 
their vaults the metallic reserves provided for 
in their concessions. 

(2) Creation of a special fund to be known 
as the “guarantee fund of the fiduciary cir- 
culation” to be established to guarantee re- 
demption of bills in coin, in case of any 
institutions being unable to meet their respon- 
sibilities. This fund to be formed by each 
bank paying in coin an annual assessment of 
three-fourths of 1 per cent. of its authorized 
emission of notes, up to $5,000,000; one-half 
of 1 per cent. of any amount exceeding 
$5,000,000, and less than $10,000,000; one- 
fourth of 1 per cent. for amounts more than 
$10,000,000, and less than $20,000,000; and 
one-eighth of 1_per cent. for sums beyond 
that amount. Payments to be made in ad- 
vance during the first three business days of 
the months of January and July. 
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(3) The guarantee fund to be supervised by 
four unremunerated commissioners, two elected 
by the state banks, one by the clearing house 
of the capital, and one by the department 
of finance. It is further stipulated that the 
guarantee fund shall be deposited as a special 
deposit with the national bank, or with any 
other banking institution designated by the 
Government finance department. 


Another decree was issued on the 
same date authorizing banks to issue 
notes in amounts three times the value 
of their cash on hand. The value of 
the notes issued by the state banks 
under the above stipulations decreased 
in value gradually, and the present quo- 
tations for these notes on the Mexico 
City Stock Exchange are either nominal 
or exceedingly low in comparison with 
their face value. 


Revolutionary Paper 


The first revolutionary paper money 
was issued by the Carranza faction ac- 
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cording to the provisions of a decree 
dated April 26, 1913. This issue, known 
as the Monclova issue or “dos caritas,” 
was not to exceed 5,000,000 pesos, but in 
December of the same year it was found 
necessary to increase the amount by 20,- 
000,000 pesos, and in February of the 
following year the amount was raised 
again by 50,000,000. This last issue was 
called the constitutionalist issue. Upon 
the arrival of the Carranza army in 
Mexico City in August, 1914, it was found 
necessary to convert the previous issues 
and to emit additional paper currency 
to meet the expenses of the campaign in 
the south. Therefore, on November 19, 
1914, authorization was given by the Car- 
ranza Government for a new issue of 
130,000,000 pesos. At that time the me- 
tallic currency in the country had disap- 
peared from circulation. Small pieces of 
cardboard were printed to take the place 
of small coins. In the north, under au- 
thorization of Carranza, other paper 
currencies were issued by several fac- 
tions, among which were notable those 
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of Villa, Obregon, and Pablo Gonzalez. 
The printing of the different issues was 
poor and counterfeiting was common. 
At a certain period there were 22 kinds 
of paper currency in circulation, and it 
is estimated that the total amount of 
paper money issued during the first two 
periods of the Mexican _ revolution 
amounted to 671,954,221 pesos. The 
printing of the constitutionalist issues 
was continued in Vera Cruz while the 
Carranza Government was established 
there. The final issue of paper money 
was also authorized by the Carranza 
Government in Mexico City. This paper 
money was known as “infalsificables”’ 
(non-counter feitable ). According to 
the decree authorizing this issue a me- 
tallic reserve was to be deposited with 
the treasury amounting to 20 cents Mexi- 
can for every infalsificable peso issued. 
The constitutionalist issues were ex- 
changed for infalsificables at a certain 
rate. All business transactions with 
paper money issued by the constitu- 
tionalist government were prohibited 
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under heavy penalities. Of this issue 
400,000,000 pesos were put in circulation. 
Their value as currency suffered a 
gradual depreciation, and upon the re- 
establishment of the country’s monetary 
system on a metallic basis in 1918, the 
redemption of the infalsificable issue was 
effected through the payment of railroad 
fares, freight charges, and import and 
export duties in that currency accord- 
ing to the terms of a government order. 
A decree effective March 1, 1920, pro- 
vided for a surtax of 10 per cent. on all 
imports and exports. This tax was to 
be met in Mexican gold or infalsificables 
at the rate of 1 peso to 10 centavos. 
The purpose of this decree was to with- 
draw from circulation the infalsificahle 
issues. According to recent reports the 
infalsificable issue has supposedly been 
eliminated, but the decree is still in 
force. 

The Banco Nacional de México, up 
to 1912 still reported an advancement in 
its ramification throughout the country, 
in spite of the difficulties encountered 
on account of the revolution, and a 
dividend of 17 per cent. was declared in 
that year. But in the report of this 
bank for 1913 the direct action of the 
revolutionary elements upon the bank 
was manifested in the forced loan made 
to the Madero faction by the Chihuahua 
branch of the Banco Nacional in the 
amount of 547,000 pesos. Dividends 
were reduced in that year to 15 per cent. 
In the 1914 report, corresponding to the 
operations of the bank in 1913, the state- 
ment was made to the effect that cur- 
rency holdings had been reduced from 
47,250,000 pesos at the close of 1912 to 
36,400,000 at the end of 1913, after 
having fallen as low as 27,000,000 pesos 
in October. Government orders issued 
in October, 1913, declaring bank notes 
legal tender saved the currency fund 
from practical exhaustion. One-half of 
the number of branches were closed 
during 1913, and payment of dividends 
has been suspended since. All other 
domestic banking organizations suffered 
along parallel lines, the situation growing 
steadily worse. Exchange in New York 
had fallen in October to 10.36, and 
silver was exported from the country 
in considerable amounts. On October 1, 
a decree issued by the government of 
Huerta provided that the demonetization 
of silver coins was prohibited and the 
output of the mint was to be consider- 
ably increased. On November 5, 1913, 
the Huerta government issued a new 
decree declaring as unlimited legal tender : 
(a) the silver half-peso, (b) the notes 
of the Banco Nacional and the Banco 
de Londres, and (c) the notes of state 
banks, within their several respective 
states. The redemption of the notes of 
the Banco Nacional and the Banco de 
Londres was waived for one year, and 
the same applied to the state bank issues 
The result of this decree was that silver 
and gold coins disappeared, either by 
hoarding or exporting, and in view ot 
the scarcity of small currency, General 
Huerta, on November 19, 1913, au- 
thorized the issue of one and two peso 
notes. The key to the banking system 
of Mexico, the Banco Central, suffered 
a severe run towards the close of the 
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year and was obliged to redeem notes 
of banks which did not have on deposit 
sufficient amounts for their redemption. 
On December 22 a moratorium was de- 
clared to December 31, but further ex- 
tensions were decreed from time to time. 
The banks, under the protection of the 
moratorium, remained open, but to the 
Banco de Londres México was given the 
privilege of limiting cash payments to 
200 pesos. On January 7, 1914, the state 
bank notes were made legal tender 
throughout the Republic, subject to the 
conditions as mentioned in the relative 
decree. Article 16 of the General Law 
of Institutions of Credit, relating to note 
issue limits, was amended to correspond 
with the concessions of the Banco 
Nacional, the Banco de Londres, and 
the Banco de Nuevo Leén, and made to 
read as follows: 


The issue of bank bills shall not exceed 
three times the paid-up captal stock, nor 
shall it together with deposits payable on 
demand or subject to withdrawal at not 
more than three days’ notice, exceed twice 
the holdings of the bank in cash and gold 
and silver bullion; nevertheless, the Depart- 
ment of Finance may authorize such banks 
1s request it to increase their circulation up 
to three times their holdings. 


Financed Campaigns 


General Huerta applied to the banks 
for financial support to defray the ex- 
penses of the campaign in the north, 
and after a conference with the bankers 
with regard to a bond issue of £20,000,000, 
the first emission of 18,200,000 pesos, 
against which amount the government 
issued bank notes, was apportioned 
among several banks, the most important 
of which were the Banco Nacional de 
México, the Banco de Londres y México 
and the Banque de Paris et des Pays 
Bas, which were apportioned 4,496,500 
pesos, 3,000,000 pesos and 3,000,000 pesos, 
respectively. 

On the other hand, the Carranza fac- 
tion was making heavy demends on the 
banks in the territory controlled by it. 
According to the terms of circular No. 
8 of February 18, 1914, several branches 
of different banks were seized, among 
which was that of the Banco Nacional 
at Nogales. The government of Huerta, 
after the loan of £20,000,000 had been 
refused by the Paris bankers, resorted 
to forcing the loan upon the domestic 
banks. A total amount of 63,655,758 
pesos in bonds was absorbed by these, 
and notes issued for a_ similar 
amount. (3 

Carranza arrived in Mexico City on 
August 1, 1915. His attitude towards 
the national banks had been revealed 
in the north through the seizure of 
branches and their property. In effect, 
a decree was enacted on September 15, 
i916, granting the banking institutions 
a period of sixty days in which to ad- 
just their metallic reserves against notes, 
in conformity with the banking law. 
The concessions of the banks were de- 
clared cancelled, and a “Consejo de In- 
cautacién” (Board of Sequestration) 
Was appointed for every institution. 
Obviously, there was no possibility of 
adjusting metallic reserves to note issues, 
since no metal was in circulation (“In- 
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falsificable” period) and the mint was 
closed. The banks raised protests, but 
their managers were taken into custody 
and the banks ceased to function. The 
Banco de Sonora was the only bank 
known to have partially saved its assets; 
its cash holdings and portfolio were 
shipped across the border into the United 
States. The Carranza government pro- 
ceeded then to appropriate the cash 
holdings of the banks, and on Decem- 
ber 14, 1916 a new decree was enacted 
declaring the banks in liquidation and 
authorizing them to receive checks and 
their own notes in payment of accounts 
receivable. These notes were to be 
accepted at par, but the banks were not 
allowed to carry in their statements their 
own notes at face value. On April 6, 
1917, a new law was enacted providing 
for special powers to be conferred upon 
the Secretary of the Treasury to liqui- 
date the banks, under the supervision 
of the President of the Republic, but 
subsequently this task was entrusted to 
the Comisién Monetaria, a Carranza 
institution, still in existence, which was 
established in the spring of 1916. The 
duties of this establishment, according 
to the framers of the project, were to 
collect, to keep and to administer the 
funds entrusted to it by the government 
in order to regulate and guarantee the 
domestic circulation; to act as agent of 
the general government for the issue 
and withdrawal of fiduciary currency, 
and to issue the subsidiary currency 
necessary for the circulation; to remit 
funds abroad as well as in the country; 
to buy and sell drafts; to engage in 
transactions in specie and fiduciary cur- 
rency; in a general way, to carry out all 
banking transactions necessary or proper 
to its end. 


Left to Private Foreign Banks 


After the law of September 15, 1916, 
was enacted, private and foreign bank- 
ing institutions were left to transact the 
financial operations of the country. 
Several private firms were established in 
many cities of the Republic, forming 
a net of correspondents for the foreign 
and private banks in Mexico City. The 
foreign banks also have suffered during 
the periods of revolution, but so far no 
signs of retrenchment or abandonment 
of the field have been noticed. 

President Obregon issued a decree on 
January 31, 1921, establishing the condi- 
tions upon which the banks of the Re- 


(3) At the close of the Madero adminis- 
tration the banks of Mexico were demoralized, 
but their affairs were far from being on the 
verge of bankruptcy. On January 31, 1913, 
combined capital stock amounted to 173,000,- 
000 pesos. On the same date the next year, 
the combined capital had been reduced to 
154,225.000 pesos, due principally to losses 
of the Banco Central. he combined surplus 
was reduced by about 6,000,000 pesos. On 
the other hand, the amount of notes in cir- 
culation had increased from 131,847,341 pesos 
to 178,588,591 pesos, while cash reserves had 
fallen from 91,586,032 pesos to 80,228,893 pesos. 
Deposits fell from 170,838,133 pesos to 129,- 
894,923 pesos, and total assets from 1,126,- 
998,367 to 977,442,601. Five months later, 
on June’® 30, 1914, the total amount of de- 
posits had fallen to 108,196,912, cash re- 
serves amounted to 90,785,994 pesos, while 
circulation had risen to 231,315,689 pesos. 
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public might resume operations or. be 
liquidated, depending upon their financial 
conditions. The following is a summary 
of this decree: 


Obregon’s Decree 


The legal representatives of the banks who 
desired to participate in the benefits of this 
decree had, within 30 days after the publica- 
tion thereof, to present to the Department 
of Hacienda a written request, accompanied 
by documents showing that according to the 
provisions of the commercial code, the council 
of administration of the bank was legally 
constituted, and that a manager had been 
appointed. 

The period of 30 days prescribed in the 
preceding article might be extended to 90 
days in the case of those banks of which 
the council of administration was not legally 
constituted. 

The banks in reference were classified as 
follows: (a) Those whose assets exceeded 
their liabilities by 10 per cent.; (b) those 
whose assets exceeded their liabilities by less 
than 10 per cent.; (c) those whose assets 
would not cover their liabilities. 

Class (a) institutions might resume opera- 
tions in accordance with the terms of this 
decree. 

Class (b) institutions might resume opera- 
tions, but only in so far as might be necessary 
to collect their assets and to pay their liabili- 
ties in the terms of this decree. 

Class (c) institutions were to be delivered 
to the appropriate authorities for judicial liqui- 
dation, and the same procedure was to be 
followed with those institutions which did 
not take advantage of the benefits of articles 
2, 3, and 4 of the decree. 

The banks referred to in this decree were 
to comply with the terms of article 28 of 
the Federal Constitution and those of the 
General Law of Institutions of Credit and 
with the regulations of this decree. The old 
concessions respectively were not considered 
in force, even for operations initiated prior 
to May 1, 1917. 

Chapter 2 gives the procedure for the cal- 
culation of the assets and liabilities of the 
banks in classes (a) and (b), and chapter 3 
provides for the liquidation of the banks of 
class (c). 


Several of the banks have succeeded 
in securing authorization to resume 
operations. Among the most important 
is the Banco Nacional, which was re- 
opened for business on March 27, 
1921. (4) 


Decree of 1921 


A law affecting all institutions of 
credit, domestic and foreign, operating 
in Mexico, was enacted by the Obregon 


(4) A list of the principal banks affected 
fe the law of January 31, 1921 and the amount 
of paper money of each, respectively, which 
is believed to have been 
the date mentioned, follows: 


in circulation on 


Paper money 
Name of Bank in circulation 

Banco Nacional de Meéxico...... $32,571,969 

Banco de Londres y Meéxico.... 26,256,141 

Banco de _ Coahuila 

Banco de Durango 

Banco del Estado de 

Banco de Guanajuato 

Banco de Guerrero 

Banco de Hidalgo 

Banco de Jalisco 

Banco Minero de Chihuahua 

Banco de Morelos 

Banco de Nuevo Leon 

Banco de Mazatlan 

Banco Mercantil de Monterey 

Banco Mercantil de Veracruz 

Banco Oriental 

Banco Penisular 

Banco de Querétaro 

Banco de San Luis Potosi.... 

Banco de Tamaulipas . 

Banco de Tabasco 

Banco de Zacatecas 


México.... 


722/882 
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Government on June 23, 1921, obliging 
them to conform with certain legal pro- 
visions for the protection of deposits. 
This is the only banking law in force 
at present in Mexico. The text follows: 


Article 1. Institutions of credit, branches 
of foreign banks and all persons or companies 
engaged in banking transactions receiving 
deposits on sight or for a period not exceed- 
ing three days, even when this constitutes 
current accounts, are obliged to keep a metal- 
lic reserve in national or foreign gold coin, 
at the rate of seventy-five centigrams of pure 
gold per pese, to cover thirty-three per cent. 
a their deposits (5). 

Article 2. The remaining sixty-seven per 
cent. of the deposits above mentioned will 
be used exclusively in the following transac- 
tions, which will apply throughout the republic 
in all cases: 

Loans or discounts, provided the date 
of maturity does not exceed six months, 
counting from the date of the transaction, 
which shall be a commercial one. 

II. Credits in accounts current, subject to 
the provisions of the preceding fraction. 

Ill. Drafts payable in ninety days, 
at least two responsible signatures. 

1V. Deposits in other institutions of credit 
established in the republic. 

V. Shares, bonds of immediately 
paper, approved by the Treasury Department. 

Article 3. Deposits in foreign money of 
legal tender will be guaranteed in the form 
provided = the preceding articles. 

Article 4. The institutions referred to in 
the auen decree shal] be under the super- 
vision of the Treasury Department which 
shall exercise this function through inspectors, 
whose duties and powers are specified by 
articles 113, 114, 115,116. and 118 of the Law 
of March 19, 1897, and other corresponding 
regulatons. The expenses incurred by this 
inspection will be paid by the institutions. 

Article 5. The institutions, persons, or 
companies covered by the present decree will 
forward their balance sheets monthly to the 
Treasury Department. and the latter will have 
these published in the “Diario Oficial.” 


with 


negotiable 


Transitory Disposition 
3 I 


Article 1. This decree will commence to be 
effective from the fifteenth day of next August, 
(1921). 


Capital of Proposed Banks 


The capital of the proposed bank of 
25 to 100 million pesos would seem ex- 
cessive for a bank of discount and issue. 
The President of the Banco Nacional 
de México is at present in Europe try- 
ing to obtain, on behalf of the Mexican 
Government, the necessary amount to 
complete the initial capital of the bank. 
It has not been made clear so far, how- 
ever, whether this gentleman is endeavor- 
ing to obtain a loan, the proceeds of 
which would be used to cover the gov- 
ernment’s share in the capital stock or 
whether he is endeavoring to interest 
financiers in subscribing for the 49 per 
cent. of the bank’s stock which is to be 
sold to the public. At any rate, recent 
reports disclose the fact that the mission 
has not met with success and that the 
next step would be to try the American 
market. The project does not specify 
whether the 49 per cent. of the stock is 
to be sold to Mexicans only, or to for- 
eigners as well, but since it has been re- 
ported that the Banque de Paris et des 
Pays Bas has become interested in the 
matter, it appears that the stock of the 
Banco de México is likely to fall in the 


(5) Due to the banking crisis of November 
1922, the Minister of Finance amended the 
above provision, advising the banks that 
until further notice a reserve of 50 per cent. 
should be kept against deposits. 


hands of foreign capitalists. If such 
proves to be the case, it is difficult to un- 
derstand the reason which prompted the 
Mexican Government to endeavor to se- 
cure the bank’s capital in Continental 
Europe at a time when Europe has no 
funds to lend to foreign countries. On 
the other hand, much apprehension is 
felt as to whether the Government of 
Mexico will be successful in selling the 
stock of the bank either among Ameri- 
can or Mexican capitalists. The political 
influences which will undoubtedly affect 
the operations of the proposed institution 
and the clause of the project which pro- 
vides that the government will have the 
right to purchase the stock owned by the 
public will in all probability render the 
bank’s stock unattractive as an invest- 
ment. 


An Inelastic Currency 


The provision governing issuance of 
notes will render the notes of the bank 
unelastic and consequently the country 
will not be provided with an elastic cur- 
rency to meet the seasonal demands and 
the movements of trade. <A situation 
similar to that prevailing in the Argen- 
tine Republic would then arise, where 
money is plentiful but does not circulate. 
The value of the currency paper. in- 
creases and decreases according to the 
amount of gold held in the Conversion 
Office. 

It will undoubtedly be necessary to 
study the financial situation of Mexico 
in a conscientious and scientific manner 
in order to decide the type of banking 
system most adaptable to the needs of 
the country. Banking in Mexico is 
again in its infancy. The banking law 
ot 1897 was powerfully instrumental in 
reorganizing and developing banking in 
Mexico, creating a strong system of 
banks. Such a system does not exist 
any more. The occasion is, therefore, 
propitious for a new study of the finan- 
cial needs of the country, and for the 
establishment of a new banking organi- 
zation, based on the experience gained 
during the existence of the Limantour 
system. Taking into consideration the 
extension of the country, the variety of 
production in the different zones, the 
mining and agricultural resources which 
remain undeveloped due to lack of capi- 
tal and safety, the immediate need of 
restoring confidence in the credit insti- 
tutions, the necessity of reforming the 
monetary system of Mexico, creating an 
elastic currency, and many other rea- 
sons, it would seem that the establish- 
ment of a Federal Reserve System in 
that country, free from all political in- 
fluences, would bring about the restora- 
tion of credit in Mexico and. the estab- 
lishment of a wholesome equilibrium be- 
tween all the nation’s regulating and 
producing elements. The subjects which 
such a study would entail will be those 
of co-operation, not dominant centrali- 
zation, between the banks already in ex- 
istence; protection of the credit system 
of the country against the domination 
of any group of foreign financial inter- 
ests, and against domestic political in- 
fluences; independence of the individual 


banks, national or state, from the domi- 
nation of larger banks, providing jor 
equal treatment with regard to discounts 
and rates to all banks, large and small: 
elasticity of credit and currency in terms 
of seasonal demands and also in accord- 
ance with movements of trade, with pro- 
tection against the evils of over-expan- 
sion; provisions for an effective and 
efficient official banking supervision; pro- 
visions for the discounting of commer- 
cial paper of member banks to meet their 
demand for credit and currency; en- 
couragement by means of legislative 
measures of an acceptance and discount 
market and provision of better facilities 
for the financing of foreign trade. 


Farmer Finances 


The problem of financing the farmer 
of Mexico is also of capital importance. 
The Caja de Préstamos para Obras de 
Irrigacién y Agricultura was the tirst 
bank in Mexico engaged solely in agri- 
cultural financing. This was also a Li- 
mantour institution and its dramatic ao 
disclosed the fact that its facilities had 
been enjoyed only by a limited and cx- 
clusive circle. In October, 1922, a Suill 
was introduced in the Chamber of Dep- 
uties of Mexico providing for the crea- 
tion of a system of Rural Banks, whose 
purpose would be to assist those engaged 
in agricultural and kindred products. 
The study of this problem could also | 
made in conjunction with the commercial 
banking problem. 


Interest Rates High 


The recent banking crisis in Mexico 
has seemed to demonstrate once more 
the difficulty under which banking in- 
stitutions are laboring at present in that 
country. Scarcity of gold for circula- 
tion, depreciation of the silver currency, 
absence of the rediscount facilities, un- 
certain political situation, the lack of 
definite laws on property rights, lack of 
banking laws to regulate transactions 
and lack of confidence on the part of the 
public may be given as the principal 
reasons accounting for the prevailing 
conditions. Rates of interest at present 
range from 1!4 per cent. to 3 per cent. 
per month short-term paper with 
ample security. Discount of silver against 
gold has been reported as high as 4 per 
cent. in July, 1922. The bulk of deposits 
is held at present by privately owned 
banking firms and branches of foreign 
banks. During the month of November, 
1922, several failures among the first 
group of credit institutions above men- 
tioned were reported. Of considerable im- 
portance has been the suspension of pay- 
ments of the Banque Frangaise du Mex- 
ique, which took place on November 15. 
1922, since this institution was considered 
to be among the largest in the country 
and operated branches in eight of the 
most important cities of Mexico. The 
principal reason for these failures has 
been given as the difficulty of obtaining 
currency within a short period of time, 
due to the currency stringency which 
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Deposit Guaranty in Washington 


By Howard H. Preston Ph. D 


System Broke down When the Weight of Several Bank Failures 
Gave An Assurance Which Did Not Protect. 


Fell Upon It. 


Effort to Pass a Law Making Participation of All State Banks Com- 
pulsory Failed of Enactment at Recent Session of the Legislature. 


EPOSIT guaranty the 
State of Washington is ap- 


parently at an end. The 
failure of the largest bank in the 
system, the Scandinavian-American 
Bank of Seattle, on July 1, 1921, 
completely broke down the volun- 
tary plan that had been in existence 
for four years. An effort to pass a 
compulsory law in the session of 
the legislature which has _ just 
closed received little support. Be- 
tween 1908 and 1917 eight states, 
(Oklahoma, Kansas, Texas, Ne- 
braska, North Dakota, South Da- 
kota, Mississippi and, Washington 
passed deposit guaranty laws; of 
these Washington is the first to vir- 
tually abandon the plan. The ex- 
perience of these states in the crisis 
ot 1920 has thrown considerable 
light upon the operation of deposit 
guaranty laws, revealing their ele- 
ments of strength and weakness. It 
is for the purpose of making avail- 
able the experience of Washington 
that this article is presented. 


After Four Failures 


The Washington law was passed 
in 1917 following four state bank 
failures in Seattle, all of which oc- 
curred between Jan. 18 and Jan. 
Sl. Popular indignation was 
aroused against the state banks and 
a demand was made that the legis- 
lature, then in session at Olympia, 
pass some form of remedial legisla- 
tion. A deposit guaranty bill was 
hurriedly drawn and passed, one 
of the chief sponsors of the bill be- 
ing the president of the bank, the 
failure of which later wrecked the 
system. 

The state bankers who were op- 
posed to the passage of a guaranty 
law centered their attention upon 
defeating the compulsory provision 
of the original bill. They found 
that it would be impossible to pre- 
vent the passage of a guaranty law 


of some type. But, as one of their 
number remarked, they succeeded 
in “pulling its teeth.” 


The Fund 


The fund created by the law in 
1917 consisted of one-half of one 
per cent. of the average annual de- 
posits eligible to guaranty. The 
money was not withdrawn from the 
guaranteed banks but was simply 
charged to the guaranty fund on the 
books of the bank. In order to se- 
cure payment of assessments mem- 
ber banks were required to deposit 
securities in trust with the Guaranty 
Fund Board amounting to one per 
cent. of the bank’s eligible deposits. 

The guaranty fund was adminis- 
tered by a board consisting of the 
Governor and the state bank ex- 
aminer, ex-officio, and three mem- 
bers appointed by the Governor. 
The Scandinavian-American Bank 
was early admitted to the system, 
J. E. Chilberg, its president, then 
being a member of the Board. Sub- 
sequent events have shown that the 
bank was even then in an unsatis- 
factory condition and its adminis- 
tration not such as to warrant its 
having been taken into the fund. 

In the four years following the 
passage of the law no failures ac- 
curred among member banks. The 
report of the Bank Commissioner 
shows that the membership in the 
fund on Nov. 15, 1920, was 116 
banks and four branch banks, hav- 
ing aggregate resources of $90,917,- 
721. On the same date there were 
307 state banks and trust compan- 
ies with total resources of $235,- 
640,744. The latter figure, how- 
ever, included one large mutual sav- 
ings bank. Eligible deposits were 
approximately $65,000,000. With 
two outstanding exceptions the 
members of the system were 
relatively small banks, having 
deposits of less than $2,000,000. 


The Scandinavian-American Bank 
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of Seattle had total deposits 
Noy. 15, 1920 of $15,834,624 
and the Spokane and Eastern 
Trust Co. of Spokane had deposits 
of $11,399486. The failure of 
either of these banks clearly threat- 
ened ruin to the entire system. 
This possibility was forseen by cer- 
tain of the bankers and was a rea- 
son for refusing to enter the sys- 
tem. 


Segregation of Savings 


The Bank Commissioner recom- 
mended certain changes in the law 
in his report to the 1921 legislature. 
One amendment was devised for 
the purpose of eliminating large 
risks. It provided for the creation 
of a special savings department, in 
such banks as so desired, the de- 
posits in which would not be in- 
cluded in the amount of deposits 
eligible for guaranty. To protect 
the savings depositors special re- 
stricted assets, conforming to the 
requirements for mutual savings 
banks, were to be segregated and 
held for this purpose. This was 
modelied upon the Texas law, 
where interest bearing deposits 
are excluded trom the operation of 
the guaranty law and the assets rep- 
resenting them are segregated and 
invested in restricted securities. 
Had this amendment passed, the 
Commissioner hoped to persuade 
the two largest banks to conform to 
this feature of the law and thereby 
more evenly distribute the risk. 

Although the above amendment 
was not adopted some important 
changes were made during the 1921 
session of the legislature. The 
guaranty fund, so-called, was in- 
creased to one per cent. of eligible 
deposits but remained merely a 
book transaction between the mem- 
ber bank and the Board. The se- 
curities deposited under the provi- 
sions of the 1917 law were returned 
to member banks. A second fund 
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was created known as the contin- 
gent fund, to be accumulated by an- 
nual assessments not to exceed one- 
tenth of one per cent. of average 
deposits in the member banks. Ac- 
tual cash payments of this amount 
were to be made to the Guaranty 
Fund Board. The expenses of the 
Board,—a nominal amount, since 
no salaries are paid—were to be 
drawn from this fund. Income de- 
rived from the investment of the 
contingent fund was to accrue to 
the benefit thereof. It was hoped 
by the 1921 amendments to build up 
a more substantial fund than could 
be accumulated under the original 
law. It is clear, however, that at 
the rate of one-tenth of one per cent. 
per year, thirty years would be re- 
quired to accumulate a three per 
cent. fund if no losses occurred 
and if the income from investments 
equalled the expenses of the Board. 


Two Failures 


The Scandinavian-American Bank 
of Seattle was organized in 1892 
and had capital of $1,000,000 at the 
time of its failure. J. E. Chilberg, 
its president for several years prior 
to 1920, was interested in Alaskan 
mining projects and was probably 
best known as head of the Alaska 
Yukon Pacific Exposition in 1909. 
Under his administration the bank 
became over-expanded and espe- 
cially involved in havy loans to 
shipbuilding enterprises which col- 
lapsed when the war ended. 

Early in 1920, after it had be- 
come evident that the bank was in 
rather bad condition, a new admin- 
istration having the full confidence 
of banking and business interests 
was placed in control. This action 
was taken under the joint direction 
of the Federal Reserve Bank of 
San Francisco, of which the Scan- 
dinavian-American was a member, 
and the state banking department. 
An assessment of 100 per cent. was 
levied upon the stockholders, bring- 
ing in $1,000,000 in cash, the stock 
which was forfeited being sold to 
other stockholders. Meantime, in 
January, 1921, the Scandinavian- 
American Bank of Tacoma failed. 
This bank had formerly been closely 
affiliated with the Seattle bank but 
was then under separate manage- 
ment. Nevertheless many deposit- 
ors regarded them as actually affil- 
iated and its failure accelerated the 
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withdrawal of deposits from the 
Scandinavian-American of Seattle. 
The adverse financial conditions 
prevailing and the general shrink- 
age of property values, placed the 
bank in a postion where it could no 
longer withstand the drain unaided. 
The bank utilized the rediscount 
facilities of the Federal Reserve 
Bank almost up to the limit of its 
available eligible paper, having re- 
discounts at the time of failure of 


$2,304,000. 


Assessments Levied 


A few days before it closed its 
doors the bank appealed to the 
clearing house for aid. A merger 
was proposed with three other 
banks of the city. The nex bank 
was to take over the assets and as- 
sume the liabilities of the Scandi- 
navian-American. If this had been 
done the state bank members of the 
guaranty fund and the other Seattle 
banks were to donate to the new 
bank 1 per cent. of their deposits 
($2,000,000 was the total amount 
to be raised) in order to help bear 
the burden of loss. Failure to ob- 
tain unanimous consent made it 
necessary to abandon the plan and 
place the bank in the hands of the 
state banking department. 

For some months following the 
closing of the bank an effort was 
made to save the guaranty fund by 
organizing a new bank, the stock- 
holders of which were to be the 120 
guaranty banks of the state. The 
plan involved postponement of part 
of their claims by the larger de- 
positors (over $100 each) and 
failed because of their unwillingness 
to accede. 

During the time when it seemed 
possible to effect some plan of re- 
organization the Guaranty Board 
postponed levying an assessment 
upon the member banks. On De- 
cember 7, 1921 almost immediately 
following the abandonment of the 
reorganization plan, an assessment 
of one-half of one per cent., the 
maximum amount which may be 
assessed per annum, was levied. At 
the same time, the member banks 
were asked to turn over the one per 
cent. already credited upon their 
own books, to the fund. That is, the 
banks were asked to pay in cash 
1% per cent. of their eligible de- 
posits. 

In many of the banks this amount 
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had not been charged against in- 
come in previous years so that it 
had to be withdrawn from the cur- 
rent year’s profits. In the typical 
bank, with deposits of approximate- 
ly ten times capital, this is equiva- 
lent to about 15 per cent. upon the 
capital stock. An officer of a bank 
with capital of $100,000 informed 
the writer that his bank paid $28.- 
000 to the fund. The largest sol- 
vent bank in the system filed notice 
of withdrawal in March, 1921, sev- 
eral months before the failure of 
the Scandinavian-American. 


Modifications 


The 1917 law held a bank liable 
for losses which occurred one year 
after notice of withdrawal. The 
1921 amendments modified this sec- 
tion but the law as a whole did not 
contain any so-called “saving 
clause” which would hold the bank 
under the provisions of the former 
law if it refused to accede to the 
terms of the new law. It has re- 
fused to pay its assessments and 
was sustained in this by the lower 
court. Final decision by the State 
Supreme Court has not yet been 
rendered. Approximately $153,000 
is involved in litigation upon this 
point. 

Until this suit is finally settled the 
total amount paid into the fund can- 
not be determined. To date the 
fund has been responsible for pay- 
ing an 8 per cent. dividend upon 
guaranteed claims of $8,493,000 or 
approximately $680,000. This in- 
cluded a small balance from an as- 
sessment levied in 1920 to defray 
expenses of the Guaranty Fund 
Board and $43,000 from an assess- 
ment of one-tenth of 1 per cent. lev- 
ied June 9, 1921 for the contin- 
gent fund, as provided in the 1921 
amendment. 


Voluntary Withdrawals 


The 1921 law contains a section 
providing for voluntary withdrawal 
of member banks. Five banks filed 
notice of withdrawal before the 
levying of the contingent assess- 
ment on June 9, 1921. Three others 
withdrew between then and _ the 
failure of the Scandinavian-Ameri- 
can. During the period when reor- 
ganization of the Scandinavian- 
American seemed possible there 
there were numerous withdrawals 
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but a relatively large proportion of 
the banks backed the plan for a new 
bank and refrained from with- 
drawal. When that failed, there 
was a concerted movement to get 
out. By December 31, 1921, every 
bank in the system had withdrawn. 

The language of the section per- 
taining to withdrawal of member 
banks is ambiguous. It states in 
part that a withdrawing bank must 
pay “all assessments and obligations 
made against it for the benefit of the 

uaranty and contingent funds.” 

his applies to all banks during 
membership and for six months 
after filing notice of withdrawal. It 
is the opinion of some men who 
were instrumental in securing the 
passage of the law that it was the 
intent of the legislators to make 
member banks fully liable for losses 
due to failures occurring while they 
retained membership in the fund. 
The banking department, on the 
other hand, has held that a limited 
liability was certainly contemplated 
and that the issuing of warrants to 
depositors of a failed bank does 
not constitute an obligation against 
a member bank. Acting upon this 
interpretation, it has ruled that 
member banks cannot be held liable 
for further assessments. The de- 
positors organized and threatened 
to bring suit to test this section of 
the law but have abandoned the at- 
tempt. There is no reason there- 
fore to expect any further assess- 
ments. But if levied they would not 
even pay interest upon the unpaid 
portion of the outstanding warrants 
at the present time. 

The total deposits of the bank at 
the time of failure were $10,331,- 
138. This included public deposits 
secured by deposit of collateral or 
surety bonds, not included under 
the guaranty law. Guaranteed 
claims of $8,493,000 have been ap- 
proved. General claims amount- 
ing to $463,484 have also been ap- 
proved. Guaranteed deposits are 
paid through the guaranty fund 
while general claims are paid direct 
by the supervisor in charge of 
liquidating the bank and do not 
share in the receipts from the guar- 
anty fund. General claimants, how- 
ever, share equally in the assets of 
the bank. It was contended that 
depositors had a prior lien on all the 
assets but in a test case the court 
held for the general claimants. 
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Loss Undetermined 


Under the terms of the law war- 
rants should bear interest at the rate 
of five per cent. per annum from 
date until called. It was obvious 
that payment in full was impossible. 
To have treated these as public 
warrants and called some for pay- 
ment in full would have left nothing 
for other claimants equally entitled 
to consideration. In order to do 
justice to all depositors it was neces- 
sary to devise a special form of 
warrant which would make it pos- 
sible to pay each depositor equally 
and ratably. The Guaranty Board 
decided that the Fund should be 
treated like a bankrupt individual 
and passed a resolution to that ef- 
fect, reciting all the facts. No ex- 
ception has been taken to this rul- 
ing. ‘Under date of Dec. 19, 1921, a 
letter was sent to depositors enclos- 
ing warrants for the full amount of 
the approved claims. There was al- 
so enclosed a check for twenty per 
cent. of the warrant. Subsequent 
disbursements to depositors have 
been paid as dividends on these war- 
rants. 

The ultimate loss to the deposi- 
tors of the bank cannot be deter- 
mined. Up to date dividends have 
been paid amounting to 50 per cent. 
upon the guaranteed deposits. Of 
this 42 per cent. has been derived 
from the assets of the defunct bank 
and 8 per cent. from the guaranty 
fund. Conservative estimates are 
that an additional 20 per cent. can 
be paid depositors, making a total 
of 70 per cent. or more. ‘The liqui- 
dation appears to be expeditious 
and economical. Approximately 
half of the assets have been collect- 
ed. The supervisor reports earn- 
ings of $349,514 to Jan. 31, 1923, 
and total expenses of $209,960, or a 
net balance of over $139,000. 


Right To Offset 


Of the litigation involved in set- 
tling up the affairs of the defunct 
bank two points have been raised 
which are of especial interest to 
Washington bankers, although they 
have no direct bearing upon the 


guaranty system. One question 
pertained to the superadded liability 
of stockholders and the other to the 
right of offset upon paper redis- 
counted with the Federal Reserve 
Bank. Stockholders refused to pay 
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their 100 per cent. assessment but 
the Supreme Court has held that 
bona fide stockholders at the time 
of the bank’s failure are subject to 
the superadded liability. The fact 
that they paid a 100 per cent. assess- 
ment in 1920 does not relieve them 
from payment at this time. 

The Federal Reserve Bank will 
not sustain any loss on the $2,304,- 
000 of rediscounted paper of the 
Scandinavian-American which it 
held at the time of the failure. Of 
this only $8,787 remained uncol- 
lected Dec. 19, 1921, when warrants 
were issued to depositors and a 
statement of the affairs of the bank 
made by the liquidating officers. 
Two firms whose paper had been re- 
discounted refused to pay in full on 
the ground that they were entitled 
to offset their deposit in the Scandi- 
navian-American against the note. 
This right they could clearly have 
exercised had the paper remained 
the property of the Scandinavian- 
American bank. In the Superior 
Court of King County it was held 
that the Federal Reserve Bank was 
entitled to collect the full amount of 
the note. Appeal was taken to the 
Supreme Court of the State where 
one case was dismissed for techni- 
cal reasons without a hearing and 
the other is still pending decision. 
Even if the Supreme Court should 
do the unexpected thing and reverse 
the lower court, the Federal Re- 
serve Bank is fully protected by col- 
lateral held in escrow to cover this 
paper. 

The failure of the Scandinavian- 
American Bank did not precipitate 
a panic among bank depositors in 
Seattle. All of the banks, state and 
national, were forced to pay out de- 
posits rather heavily, but in some 
cases without any net loss since 
many deposits were simply trans- 
ferred from one bank to another. 
State banks have suffered more 
heavily, however, than _ other 
financial institutions during the past 
two years. Including the failure 
of the two Scandinavian-American 
banks eleven state banks were closed 
in 1921 and four in 1922. Of these 
only the Scandinavian-American of 
Seattle was a member of the guar- 
anty fund when it failed. One 
other bank was closed temporarily 
about a week after it withdrew and 
two others subsequent to the ex- 
piration of the six months period 
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following withdrawal. The na- 
tional banks, on the other hand, 
have escaped without any failures. 
One bank was closed temporarily 
but has reopened. The result of 
this more favorable record has been 
a strong movement to nationalize 
state banks. Three state banks 
nationalized in 1921 and fourteen in 
1922. The larger commercial banks 
of Seattle and Tocoma are now all 
national banks. At present there is 
not a state bank member of the 
Clearing House Association of 
Seattle. 


Mislead by Name 


The deposits of the Scandinavian- 
American of Seattle were primarily 
savings accounts. Approximately 
21,000 depositors had claims against 
the institution when it failed. Many 
of them knew nothing of banking 
laws but assumed that the sign on 
a window stating that their deposits 
were guaranteed by the “Washing- 
ton bank depositors’ guaranty fund” 
assured them against any possible 
loss. A result of the failure was to 
send many depositors to the Postal 
Savings Bank where absolute safe- 
ty can be secured. During July, 
1921, deposits at the Seattle post 
office were increased $1,302,070. 
Postmaster Edgar Battle reported 
deposits of $3,089,640 at the Seattle 
office January 31, 1923. This gave 
Seattle fifth rank among all the 
cities of the United States, a posi- 
tion far higher than she should nor- 
mally hold. 


Competing with Banks 


Other savings institutions under 
state supervision, however, have 
gained deposits during the past 
two years. In 1915 Washington 
adopted a mutual savings bank 
law modelled on the New York law. 
There is only one mutual savings 
bank in Washington which has been 
in operation over a year. Its de- 
posits Nov. 15, 1920, were $12,468,- 
035 and Dec. 29, 1922, they were 
$19,716,368. A second mutual sav- 
ings bank was incorporated July 1, 
1922, and made a substantial growth 
during the first six months. On 
June 30, 1922, there were in the 
state 52 savings and loan associa- 
tions (this type of institution is 
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known in many states as building 
and loan associations). Their mem- 
bership increased 265 per cent. dur- 
ing the previous year and the total 
assets of the associations increased 
from $23,950,000 to $29,701,000 


during the same period. None of 


the above institutions can have any 
effect upon commercial deposits but 
they are competing very severely 
with the banks for savings deposits. 


No Revision 


No revision of the banking code 
was made at the legislative session 
just closed. A bill was introduced 
to segregate investments of savings 
departments of commercial banks, 
modelled upon the California De- 
partment Bank Act. It was op- 
posed by the state bankers and 
failed of passage. A compulsory 
bank depositors guaranty law, 
(House Bill No. 83) drafted bv 
the attorney for the depositors of 
the Scandinavian-American bank 
was also introduced. It received 
relatively little support and died in 
committee. The existing voluntary 
law was unchanged but it is now 
a dead letter and might as we!l be 
repealed. Owing to the heavy 
losses entailed by member banks 
in the recent experience a law to 
be effective must be compulsory. 
But the result of passing a com- 
pulsory law would be to drive many 
more banks into the national sys- 
tem. 

It is generally conceded even by 
the strongest opponents of deposit 
guaranty that the fact that deposits 
were guaranteed cannot be held re- 
sponsible for misfortunes of the 
Scandinavian-American Bank. 
Unquestionably its membership 
in the guaranty fund, added 
somewhat to its deposits by giv- 
ing the depositors a false sense of 
security. 


Immediate Causes 


The immediate cause of the fail- 
ure of the Seattle institution was 
the failure of the Scandinavian- 
American Bank of Tacoma. The im- 
mediate cause of the failure of the 
latter was an extravagant building 
project which has never been com- 
pleted. This bank it must be re- 


April, 1923 


called was never a member of the 
guaranty system. Fundamentally 
both failures were caused by had 
banking. Lax supervision due to in- 
adequate appropriations for the sup- 
port of the banking department and 
also to politics in connection thcre- 
with, which extends back for years, 
account for the failure of the super- 
visorial authorities to root out the 
evil. 


One in Eleven 


It must be remembered also that 
although eleven state banks failed 
in 1921 only one was a member of 
the guaranty system. Most of these 
were country banks. The same in- 
adequate supervision may be held in 
part responsible but a comparison 
with statistics of bank failures in 
other states for 1921 shows that 
Washington did not suffer alone. 
In fact, the adverse economic con- 
ditions which prostrated the agri- 
cultural sections of the county has 
not been any more disastrous to the 
country banks of this state than 
those of its neighbors, none of 
which had guaranty laws. 


No Substitute 


The first lesson to be learned 
from the Washington experience is 
undoubtedly that deposit guaranty 
is no panacea against bad banking. 
The second is that it is no substitute 
for good banking laws rigidly and 
adequately enforced without fear or 
favor. In the third place it shows 
the danger of unscientific distribu- 
tion of risk through allowing such 
a large percentage of the guar- 
anteed deposits to be concentrated 
in a single institution. The Scanii- 
navian-American failure was the 
largest ever experienced in Wash- 
ington. The reserve accumulated 
was hopelessly inadequate to meet 
such a loss and its total loss would 
have been an almost intolerable 
burden for 120 small banks to bear. 
The guaranty principle is insurance 
and as such demands scientific dis- 
tribution of risk. If it be thought 
worth while to devise such a system 
in other states the number of mem- 
ber banks must be large and a feasi- 
ble plan of underwriting exception- 
ally large risks must be worked out. 


Bank Collection 


A bank in Utah received for col- 
lection a check on another bank in 
the same place and took in payment 
the drawee’s check for which it im- 
mediately remitted. The drawee’s 
check was afterwards dishonored 
and the collecting bank asks return 
of its remittance. Opinion: Under 
the general rule which, in the ab- 
sence of special authority or cus- 
tom, requires a collecting bank to 
accept money only, the bank was 
negligent in accepting the drawee’s 
check and is not entitled to return 
of its remittance unless it can prove 
it was justified, by custom, in tak- 
ing the check in place of money. 
In the latter event, the question of 
right to return of remittance will 
depend upon whether it will be held 
(1) that, by remitting in advance, 
the bank closed the transaction and 
changed its relation from agent to 
debtor or (2) that the advance re- 
mittance was merely provisional 
and can be reclaimed as money re- 
mitted under mistake, without con- 
sideration where the recipient is no! 
prejudiced. 


From Illinois: A Chicago corporation 
maintains an account with a bank in 
Salt Lake City, Utah, and they deposit 
in a Salt Lake City bank a check on 
Bingham, Utah. he Salt Lake City 
bank sends the check for collection to a 
bank in Bingham, not the bank upon 
which the check is drawn. The collect- 
ing bank in Bingham receives payment 
in bank draft on Boise. The collecting 
bank proceeds to collect the Boise bank 
draft and remits to Salt Lake City its 
exchange on another city in payment, 
which draft was paid in the regular 
course. Following this the draft of the 
payor bank drawn on Boise was re- 
turned “insufficient funds.” Thereupon 
the collecting bank in Bingham called 
upon the Salt Lake City bank for re- 
imbursement and the Salt Lake City 
bank calls upon the Chicago corporation 
for reimbursement. On which party at 
interest does the loss fall? Has the 
Chicago corporation a claim against its 
Salt Lake City correspondent? 


Unless the correspondent bank 
in Bingham, Utah, which surren- 
dered the check to the bank in 
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Bingham upon which it was drawn 
and received the drawee’s check in- 
stead of money in payment there- 
of, had special authority or was 
justified by custom or usage in ac- 
cepting such check, instead of cash, 
it would be responsible for the loss 
and could not compel reimburse- 
ment for the money remitted. 

In a recent Federal Court deci- 
sion (Malloy v. Federal Reserve 
Bank, 281 Fed. 997) the rule is 
thus stated: 

“The authorities appear to be 
practically uniform in holding that, 
in the absence of any instruction 
or permission from the owner of 
the check, or any custom brought 
to the notice of the owner, to the 
contrary, the bank had no author- 
ity to accept or receive in payment 
of the check entrusted to it for col- 
lection anything other than money.” 

There are numerous cases, how- 
ever, where collecting banks have 
been justified, by custom, in taking 
the drawee bank’s check in place 
of money. For example in First 
National Bank of Memphis v. First 
National Bank of Clarendon, 134 
S. W. (Tex.) 831, it was held that, 
in accordance with custom, a bank 
to which a check is sent for collec- 
tion in the city in which the drawee 
bank is located may accept the 
drawee’s check or draft in payment 
and is not negligent in failing to 
demand payment in money. There 
are other decisions to the same ef- 
fect but none, so far as I know, 
by the Utah courts. 

Briefly stated without an ex- 
tended review of all the authorities, 
unless the collecting bank in Bing- 
ham can prove a custom or usage 
or special authority to take the 
drawee’s check in payment, the ac- 
ceptance of such check instead of 
money was in excess of its author- 
ity and constituted negligence, 
which would make it responsible 
for the loss caused by nonpayment 
of that check. 

But assuming it can so prove, 
then it would be in the position of 
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a collecting agent which has right- 
fully and without negligence ac- 
cepted the drawee’s check and this 
raises the further question whether, 
having remitted for same before 
collection, it thereby evinced an in- 
tention to make the check its own 
and change its relation from agent 
to debtor, so as to deprive it of the 
right of recalling the remittance 
when it discovered that the check 
taken in payment was dishonored. 

Had it not remitted for the 
check, there is little question but, 
on the assumption that it was jus- 
tified by custom in accepting such 
check, it would not be liable to the 
Salt Lake City bank in event of its 
nonpayment. It would still hold 
the relation of collecting agent who 
had, by authority of custom, taken 
the drawee’s check but who had 
been unable to collect same and 
there would be no negligence upon 
which it could be held liable. The 
question is whether the remitting 
in advance changed its status and 
made the check its own, so that it 
assumed the burden and risk of its 
payment. 

In a New York decision (Kirk- 
ham v. Bank of America, 165 N. 
Y. 132), a New York bank which 
had received from a depositor an 
indorsed draft on a western bank, 
presented the draft through agents 
and received in return, the drawee 
bank’s draft on another bank in 
New York. A custom was shown 
under which New York collecting 
banks received in payment of out- 
of-town paper, return exchange 
upon New York City which, in 
some instances, was the draft of 
the drawee itself. Immediately 
upon receipt of the drawee’s draft 
the New York bank notified its de- 
positor that the item had been paid 
and entered the amount in his pass- 
book as a cash item and as an 
amount on deposit te his credit. 
Two days later the New York bank 
presented the drawee’s draft for 
payment and it was dishonored. 
Twenty-one days later the New 


Pag 
fi 

le) 

a 


670 


York bank cancelled the credit. 
The Court of Appeals held that, 
under the facts, the New York 
bank must be deemed to have in- 
tended to treat the drawee’s draft 
as paid. In sending for the de- 
positor and making the credit entry 
in his pass-book it closed the trans- 
action of collection and charged it- 
self as debtor for the amount of the 
draft. By thus admitting the in- 
debtedness, it assumed all risks of 
collection of the drawee’s draft. 
Its action was conclusive evidence 
of an intention to change its status 
from that of a mere collecting 
agent to that of a debtor to its de- 
positor for the amount and it could 
not thereafter revoke the credit 
upon nonpayment of the drawee’s 
draft. 

I think it somewhat doubtful, 
however, whether the courts would 
hold that a collecting agent, which 
had rightfully by sanction of cus- 
tom taken a drawee’s draft in pay- 
ment, would be held to have 
evinced an intention to make that 
draft its own and to change its re- 
lation from collecting agent to 
debtor, simply by making remit- 
tance in advance of collection of 
the drawee’s draft. If its act in 
remitting caused its principal to 
change his position to his prejudice, 
then the collecting agent might be 
estopped from alleging nonpay- 
ment of the drawee’s draft and 
seeking . reimbursement; but it 
would seem more equitable to con- 
clude that the agent, remitting 
money before it was collected and 
in the belief that the drawee’s 
draft would be paid, should have 
the right to reclaim the remittance 
upon nonpayment, where its prin- 
cipal was not prejudiced, on the 
theory that it had remitted money 
by mistake, without consideration. 
This is the view taken by me in an 
opinion published in the JouRNAL 
for August, 1911 at page ninety- 
four. (See Digest of Legal Opin- 
ions, paragraph 1160.) Until the 
courts settle this question more defi- 
nitely it must be regarded as some- 
what uncertain. 


To summarize: 

1. The Bingham collecting bank 
is responsible for this amount un- 
less it can prove a custom, binding 
on the owner, to take the drawee’s 
check in place of money. 

2. If it can so prove, the taking 
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of such drawee’s check would not 
involve it in liability and the ques- 
tion is not clearly settled whether 
its remittance of the money before 
collection of the check, changed its 
relation from agent to debtor and 
made it assume the risk of non- 
payment of the drawee’s check. 
3. Should it be held that the 
Bingham collecting bank was jus- 
tified, by custom, in taking the 
drawee’s check and was not bound 
by its remittance but had the right 
to reimbursement when that check 
was not paid, it would be entitled 
to reimbursement from the Salt 
Lake City bank and the latter 
would be entitled to reimbursement 
from the Chicago corporation. 


Payment of Clearing Balance by 
Check Dishonored 


Where two banks in a town clear 
checks on each other and the debtor 
gives the creditor a draft on a cor- 
respondent, instead of cash, which 
draft is dishonored and the bank 
fails, the creditor bank has no pref- 
erence in the assets of the failed 
bank. 


From South Dakota: We received two 
drafts from the X National bank in 
our town which was for difference com- 
ing to us in clearings, and later we re- 
ceived telegrams stating that the drafts 
would not be paid. This was on De- 
cember 15 last. ‘That same day the 
writer went over to the X National 
bank and demanded our checks back 
which we gave them in our clearings 
and for which they gave us the drafts. 
They refused to surrender the checks 
which we gave them the day before and 
then the writer demanded the cash for 
the drafts which was refused. Of course 
I did not have the protested drafts with 
me at the time, but simply had the tele- 
grams which stated that the drafts would 
not be paid. The bank was open when I 
made the demand and doing business in 
the regular course, but they refused to 
give us back our checks and also refused 
to give us the money for the amount of 
their drafts which were refused pay- 
ment. 

The next day, December 16, the bank 
failed to open. Under these circum- 
stances would we not be entitled to a 
preferred claim to the amount of the 
drafts of the X National Bank which 
were refused payment by their corre- 
spondent, inasmuch as I went over and 
made the demand before the bank 
closed up and while they were still open 
and doing business? 


In this case, two banks in the 
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same town have cleared checks and 
instead of making settlement for 
the debtor balance in cash, the cred- 
itor bank has taken the debtor 
bank’s drafts on correspondents, 
which drafts have been dishonored, 

Upon the question whether the 
creditor bank is entitled to a pref- 
erence in payment from the assets 
of the insolvent debtor bank, it has 
been held in numerous cases that 
where a check or draft is drawn 
directly on a bank which fails, its 
own check or draft in payment is 
not a preferred claim because the 
bank has received nothing from an 
outside source by means of which 
its assets are augmented. It has 
simply transferred the amount 
from the account of the drawer of 
the check to another account, and 
this does not entitle the holder of 
its own dishonored check or draft 
to be preferred in its assets in the 
hands of the receiver. Midland 
Nat. Bank v. Brightwell, 148 Mo 
358, 49 S. W. 994; People v. Mer- 
chants and Mechanics Bank, 78 N. 
Y. 269. 

The fact that the creditor bank, 
upon telegraphic advice that the 
drafts would not be paid, demanded 
payment in cash or a return of the 
checks for which the drafts were 
given, while the debtor bank was 
still open and doing business, which 
demand was refused, does not, we 
think, entitle the creditor bank to 
a preference. 

It is possible, however, if the cred- 
itor bank could prove that at the 
time the exchange of checks was 
made, the officers of the debtor 
bank knew that it was hopelessly 
insolvent and that the drafts given 
therefor would not be paid, this 
would be such a fraud as would 
entitle the creditor bank to reclaim 
the checks for which the drafts 
were given. See Cragie v. Hadley, 
99 N. Y. 131 in which a depositor 
was held entitled to recover funds 
deposited under such_ circum- 
stances. Even if these checks were 
recoverable, however, it is doubt- 
ful if they would be of any value 
to the creditor bank as_ recourse 
upon the parties to such checks has 
probably been lost by taking of the 
debtor’s draft instead of money in 
payment of the clearing balance. 
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Liability of Community upon 
Accommodation Paper. 


Under the statutes of Washing- 
ton relating to community prop- 
erty, if A signs or indorses a note 
and the community of B and wife 
are benefited thereby, both can be 
sued and judgment enforced 
against the community property; 
but if A is simply an accommoda- 
tion party and the community de- 
rives no benefit, A alone is liable 
thereon as to his separate property. 


From Washington: In the state of 
Washington, supposing we have two 
signers on the note “A” and “B” and 
the proceeds of the note were being 
used for the sole benefit of “A,” would 
the joint signer be regarded as a prin- 
cipal who was beneficially interested or 
would his position be that of an in- 
dorser? According to our statutes, I 
understand that in the event of the 
maker of a note not being able to pay, 
an indorser needs merely to state that 
he is unable to pay the note as the prop- 
erty which he has is community prop- 
erty and that no payments could be re- 
ceived unless consented to by the wife 
of the indorser or until her death. 

Will you kindly inform us regarding 
the position of a joint signer although 
in fact he is not beneficially interested in 
the note, as compared to an indorser, 
and what our rights would be against 
either of them? 


Under the statutes of the State 
of Washington relating to “hus- 
band and wife,” property acquired 
after marriage by either husband 
or wife or both, with certain ex- 
ceptions, is community property. 
Rem. Comp. Stat. 1922, Sec. 6892. 
Under such statutes, if the husband 
obtains value and gives a note solely 
signed by him therefor and the com- 
munity of husband and wife de- 
tives a benefit from the transac- 
tion, both can be sued thereon and 
the community property subjected 
to payment of the judgment. Thus 
in Northern Bank & Trust Co. v. 
Coffin and Wife, 194 Pac. 404, 
the bank sued Coffin and wife upon 
a note executed by Coffin to the 
bank and the Supreme Court of 
Washington affirming a judgment 
in favor of plaintiff said:—‘In 
view of our conclusion that the 
bank actually loaned appellant 
(Coffin) $2,000 for which he re- 
ceived credit and used such credit 
by checking against it, such credit 
became clearly community prop- 
erty. What appellant did with the 
money so credited to him upon the 


books of the bank would in no 
manner change its community char- 
acter. The bank parted with $2,000 
to appellant. Collier received 
$2,000 from the appellant, not from 
the bank.” In this case, the defend- 
ants attempted to show that the 
note was given without considera- 
tion as matter of accommodation to 
Collier who ultimately got the 
money, but under the form of the 
transaction whereby instead of Col- 
lier getting the money directly from 
the bank, the bank loaned it to 
Coffin, the maker of the note who 
in turn, paid it over to Collier, the 
accommodated person, the court 
held, as shown above, that it was a 
loan to Coffin making the com- 
munity of husband and wife liable 
to the bank therefor. As said by 
the Supreme Court of Washington 
in McElroy v. Hooper, 126 Pac. 
925 :—“The husband has the man- 
agement of the community prop- 
erty. As the community profits by 
his good judgment, so it must bear 
the loss of his mistakes. It cannot 
accept the one and repudiate the 
other.” 

On the other hand, where the 
husband signs a note as surety or 
accommodation maker, and does 
not receive a consideration, the 
community cannot be held liable. 
In Kanters v. Kotick, 173 Pac. 329 
one Williams as _ principal and 
Kotick as surety executed a bond 
for $1,400. The bond was for the 
benefit of Williams and was not a 
community enterprise. In an action 
on the bond against Kotick and 
wife, judgment for defendants was 
affirmed and the Supreme Court of 
Washington said:—“We_ cannot 
see how the gratuitous signing by 
the husband as a surety on a bond, 
it not being a community enter- 
prise, would bind the community.” 
So in J. I. Case Threshing Machine 
Co. v. Wiley, et al 154 Pac. 437 
where one D signed a note as surety 
for another and D and wife were in- 
cluded as defendants, the plain- 
tiff sought a deficiency judgment 
against the community of D and 
wife. But it was held that in the 
absence of a showing that D was to 
receive a consideration for his sig- 
nature, so as to create a benefit to 
the community property, a defi- 
ciency judgment against the com- 
munity would be declined. 

The above is preliminary to an 


intelligent consideration of your 
question. You state the case where 
A and B are joint signers of a note, 
A deriving the sole benefit and B 
being accommodation maker or 
surety. You ask whether B would 
be regarded as beneficially interest- 
ed or would be in the position of 
an indorser whose signature you 
state, would not be binding upon 
the community property; you also 
ask as to the difference in liability 
between a joint signer, not bene- 
ficially interested and an in«orser, 
as regards the enforceable rights 
of the holder of the note. 

Under the Negotiable Instru- 
ments Act of Washington, which 
is the same in this respect as the 
Uniform act in other states “an 
accommodation party is one who 
has signed the instrument as maker, 
drawer, acceptor or indorser, with- 
out receiving value therefor, and 
for the purpose of lending his name 
to some other person. Such a per- 
son is liable on the instrument to a 
holder for value, notwithstanding 
such holder at the time of taking 
the instrument knew him to ke only 
an accommodation party.” Rem. 
Comp. Stat. 1922 Sec. 3420. 

There is, under this, no distinc- 
tion between the liability to a holder 
for value of either accommodation 
maker or indorser; although under 
other sections of the law the maker 
is primarily liable and the indorser 
only secondarily liable on the in- 
strument and an extension of time 
of payment without consent of the 
accommodation party would release 
the accommodation indorser but not 
the accommodation maker, accord- 
ing to the decisions. Whether 
maker or indorser, therefore, an 
accommodation party is individu- 
ally liable upon his obligation and 
if he owns property aside from 
community property, it can be sub- 
jected to a judgment against him. 

But your inquiry evidently re- 
lates to the recourse solely upon the 
community property of B and wife 
by reason of B having signed as 
accommodation maker the note of 
A. If it can be proved that the 
community of B and wife derived 
no benefit from the transaction, it 
would -not be enforceable against 
the community. As said by the Su- 
preme Court of Washington in 
Way v. Lyric Theater Co. et al, 
140 Pac. 320 “the test is, was the 
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transaction carried on for the bene- 
fit of the community.” If so, the 
community is liable upon the note; 
otherwise not. See also Peter v. 
Hennen et al, 150 Pac. 611 where 
the court said: “If the community 
composed of W. H. Peter and wife 
was to be benefited by the acts of 
the husband in executing this note 

: the community is liable 
for the payment of the judgment 
entered upon the note, as it is a 
community debt.” 

I do not understand that there is 
any difference, so far as binding 
community property is concerned, 
between the case of a maker or an 
indorser. If in either case, the 
signature or indorsement of the 
husband is made in a transaction in 
which the community is to benefit, 
the community will be liable; if 
merely for accommodation, with- 
out consideration or benefit going 
to the community, the community 
property is not subject to a judg- 
ment upon the note. 


Chattel Mortgage of Live Stock 


Where a chattel mortgage of live 
stock covers the increase of such 
stock it will, in a majority of juris- 
dictions, be enforced according to 
its terms and cover future as well 
as existing imcrease; but in Ne- 
braska a chattel mortgage cover- 
ing increase, is not enforceable as 
to the: increase, except, perhaps, 
where the mortgage is given during 
the period of gestation. 

From Nebraska: “Does a_ chattel 
mortgage in Nebraska or Kansas hold 
good increase of live stock when the 
chattel recites that it is the intention of 
the mortgagor to include the increase of 
all female live stock described in the 
chattel. Does that hold all increase dur- 
ing the life of the mortgage, or such 
time following the date of the mortgage 
as the period of gestation for such fe- 
male live stock or what is the status of 
such an agreement?” 

In a majority of jurisdictions a 
chattel mortgage of an animal 
which expressly covers the increase 
will be enforced according to its 
terms, (Alferitz v. Ingalls, 83 Fed. 
964; Hopkins Fine Stock Co. v. 
Reid, 106 Iowa 78; Cleveland v. 
Koch, 108 Mich. 514; Hamlin v. 
Moneley, 83 S. C. 516; Roper v 
Scott, 16 Manitoba 594) and where 
increase is mentioned it will be con- 
strued as covering future increase 
and not merely increase in exist- 


gotten, 


ence at the time of the mortgage. 
(Hopkins Fine Stock Co. v. Reid, 
106 Iowa 78, (where it was con- 
tended that a mortgage of mares 
and their increase did not cover the 
future increase but only the foals 
then in existence, and the court 
said: “Now, what impression or 
knowledge would he naturally get 
from this description? Would one 
suppose from reading it that the 
mortgage covered the animals de- 
scribed, and others,—neither kind 
or number mentioned,—that were 
in existence at time; or would he 
reasonably conclude that the mares 
and any addition or augmentation 
to their number they might there- 
after make, by giving birth to foals 
were intended to be included? It 
is not a question whether one can, 
by a refinement of reasoning, ex- 
tract a particular dubious meaning 
from the language used here, but 
rather, what is its plain common 
sense signification?” ) ; Thompson 
v. Anderson, 94 Iowa 554). And 
this is the rule in Kansas. (Holt 
v. Lucas, 77 Kan. 710, 96 Pac. 30; 
Corbin v. Kincaid, 33 Kan. 649). 
However, in Nebraska, it has been 
held that an express provision in a 
mortgage of domestic animals, as- 
suming to give the mortgagee a lien 
on the increase to be thereafter be- 
is nothing more than an 
agreement for a lien, which with- 
out possession, vests no legal right 
to, or interest in, such increase. 
(Battle Creek Valley Bank v. 
Madison First National Bank, 62 
Nebr. 825, 88 N. W. 145, where 
the court said: “Things which have 
neither an actual nor potential ex- 
istence are not the subject of sale 
or mortgage. A grant of 
them can not operate im praesenti. 
An instrument which assumes to 
convey or encumber a thing which 
has not even a potential existence 
must be regarded as a mere execu- 
tory contract. And whatever may 
be the status of these contracts in 
courts of equity where that is con- 
sidered done which ought to be 
done, it is well settled, both in this 
country and England, that they do 
not create any legal right to or 
interest in the thing to which they 
relate without, what is called by 
the old writers, ‘a new intervening 
act. The offspring of domestic 
animals, it is true, belong to the 
owner of the dam; but a 


chattel mortgage in this state does 
not transfer title to the mortgagee; 

it only creates a lien, and 
consequently the young of mort- 
gaged animals, when brought forth, 
belong to the mortgagor. The case 
of a mortgage given during gesta- 
tion may, perhaps, constitute an ex- 
ception to the rule, but this we do 
not decide. This view of 
the matter is, we know, opposed to 
the rule laid down by Jones and 
Herman (Jones, Chattel Mort- 
gages, sec. 149; Herman, Chattel 
Mortgages, sec. 44), but it is fully 
supported by a very lucid and 
logical opinion recently handed 
down by the Supreme Court of 
California, Shoobert v. DeMotta, 
112 Cal. 215.” 


Protest of Check Presented After 
Banking Hours 


Under the Negotiable Instru- 
ments Act, presentment of a check 
drawn against sufficient funds must 
be made during banking hours and 
a check presented after close of 
banking hours and refused pay- 
ment is not properly protestable. 
The drawer of the check therefore 
is not liable for the protest fee but 
rather the collecting bank which 
authorises the invalid protest. 


From North Carolina :—We would like 
your opinion as to whether or not a bank 
has the right to protest a negotiable in- 
strument payable say, March 17, at our 
bank and presented by another bank at 
5:15 P. M. the same day and protested 
for nonpayment. 

We had a customer who informed our 
bookkeeping department to pay such an 
item when presented, and as_ stated 
above, the item was presented at 5.15 
and, as the officers of the bank did not 
know of the instructions given the book- 
keeping department (no one in the bank 
at this time except officers), we natu- 
rally refused to pay the item. Our cus- 
tomer does not think he should pay the 
protest fee and the collecting bank thinks 
they should not pay. 


The Negotiable Instruments Act 
provides :— 

“Sec. 75. Where the instrument 
is payable at a bank, presentment 
for payment must be made during 
banking hours, unless the person 
to make payment has no_ funds 
there to meet it at any time during 
the day, in which case presentment 
at any hour before the bank is 
closed on that day is sufficient.” 
(No. 2224 North Carolina). 
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In this case, the presentment was 
not made until after banking hours 
during which the general business 
of deposit and payment of checks 
is conducted, because all the book- 
keepers had gone home. ‘There 
was, therefore, no due presentment 
of the check which would justify 
a protest and your customer is not 
responsible for the protest fee. 
The collecting bank which author- 
ized or instructed a protest under 
such circumstances, would be re- 
sponsible therefor. 

This question must not be con- 
fused with the right of a bank to 
pay a check after banking hours it 
it chooses. See on this point, Di- 
gest of Legal Opinions 1921 No. 
433. But banking hours are fixed 
by the banks themselves for their 
own convenience and a bank is not 
obliged to pay a check after bank- 
ing hours and refusal to pay does 
not justify a protest. 


Note Payable “On Demand 
Before June 1” 


Questions considered as to legal 
effect of a promise to pay “on de- 
mand before June 1” and sugges- 
tion of a substitute promise to pay 
“on June 1 or on demand before 
that date if the holder deems him- 
self insecure” as conforming to the 
special provision of the Negotiable 
Instruments Act of Wisconsin. 


From Wisconsin :—Can you advise me 
as to the desirability from the stand- 
point of the bank of making a note pay- 
able similar to the following: 

“March 17, 1923. 

On demand, before June Ist, 1923........ 
after date, for value received I 
promise to pay to the order of 

THE X BANK OF WISCONSIN 
One Thousand ($1000.00) Dollars, 
at THE X BANK OF WISCONSIN, with 
interest at the rate of Six (6%) per cent. 


per annum after date until paid. 
JOHN DOE.” 


The object in mind is to have a 
definite date for a showdown and still 
enable the bank to demand payment 
prior to the maturity date. 

The following sections of the 
Negotiable Instruments Act are 
pertinent to the consideration of the 
question submitted. 

“An instrument to be negotiable 
* * * must be payable on de- 
mand or at a fixed or determinable 
future time” (Sec. 1). 

“An instrument is payable at a 
determinable future time, within 
the meaning of this act, which is 
expressed to be payable: 


1. At a fixed period after date 
or sight; or 

2. On or before a fixed or de- 
terminable future time specified 
therein ; or 

3. On or at a fixed period after 
the occurrence of a specified event, 
which is certain to happen, though 
the time of happening be uncertain. 

An instrument payable on a con- 
tingency is not negotiable, and the 
happening of the event does not 
cure the defect.” (Sec. 4) 

In the Negotiable Instruments 
Act of Wisconsin the following is 
inserted before the last sentence of 
Section 4: “4. At a fixed period 
after date or sight though payable 
before then on a contingency.” 

Under the Negotiable  Instru- 
ments Act a note is negotiable 
which is payable “on or before” a 
specified date. Under such form 


of note the courts hold the maker 
has the option to pay before the 
due date fixed and possibly save the 
running of interest. 

But you desire a form of note 
which provides a specified date of 


maturity but gives the bank the 
option to demand payment at any 
time before such specified maturity 
date. 

The form you suggest is “On de- 
mand before June 1, 1923.” This 
is not a positive promise to pay on 
June 1, if not demanded before, 
although it might be so construed, 
but a promise to pay on demand 
before that time. June 1 limits the 
time of demand and, if payment 


was not demanded before June 1, 


an indorser might claim he was dis- 
charged. Assuming the note is to 
be construed as if it provided a 
promise to pay on June 1 or on de- 
mand before that time, question 
might arise as to the negotiability 
of such an instrument. It would 
virtually be a promise to pay “on 
or before” a fixed date, which is 
made negotiable by Section 4. At 
the same time, under this section, 
where a note payable at a fixed 
future time contained the follow- 
ing’: 

“This note shall become due and 
payable on demand at the option of 
the payee when it deems itself in- 
secure.” 
the Supreme Court of Washington 
in Puget Sound State Bank v. 
Washington Paving Co., 162 Pac. 
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(Wash.) 870, held the note non- 
negotiable, as payable on a con- 
tingency as to time of payment, 
within the meaning of the last sen- 
tence of Section 4. 

The Supreme Court of Massa- 
chusetts in Mahoney v. Fitzpatrick, 
133 Mass. 151, has also held non- 
negotiable a note promising to pay 
“on demand or in three years from 
date.” 

Under the special provision of 
the Wisconsin Negotiable Instru- 
ments Act, however, that an instru- 
ment is payable at a determinable 
future time, when payable “at a 
fixed period after date or sight 
though payable before then on a 
contingency” the object you desire 
might be safely accomplished by 
making your note provide a prom- 
ise to pay “on June 1 or on de- 
mand before that date, if the holder 
deems himself insecure.” This 
would conform to the precise lan- 
guage of the Negotiable Instru- 
ments Act of your state and avoid 
possible questions of negotiability, 
indorser’s liability and maturity 
arising from the form of note you 
submit. 


Bank’s Sugar Centrals 


An Associated Press dispatch 
from Manila says that Governor- 
General Leonard \WWood had on that 
date, March 19, under considera- 
tion the advisability of selling the 
six sugar centrals operated under 
the management of the Philippines 
National Bank. 

“The proposed sale,” says the 
dispatch, “is in line with the Gov- 
ernor-General’s policy to get the 
Government out of business and 
keep it out. 


Business Changes 


Seward Prosser, president of the 
Bankers Trust Company of New York 
since 1914, has been elected Chairman of 
the Board and A. A. Tilney, vice-presi- 
dent since 1916, has been elected presi- 
dent of the Bankers Trust Company. 


Walter S. Bucklin, President of The 
Liberty Mutual Insurance Company, has 
been elected a director of The National 
Shawmut Bank of Boston. 


J. T. McMillin formerly head of the 
State Banking Department of Texas has 
been elected vice-president of the Farm- 
ers State Guaranty Bank of San Benito, 
Texas. 


NaTIoNAL BANKS CANNoT EsTABLISH 
BRANCHES—MIssourRI 


The question whether or not a na- 
tional bank could establish branches re- 
cently came up for decision in the Su- 
preme Court of Missouri. 

The bank contended among other 
things that the power to establish 
branches is authorized under Section 
5,136 U. S. R. S., which provides that 
the Board of Directors of a bank may, 
subject to law, exercise all such inci- 
dental powers as shall be necessary to 
carry on the banking business. 

The opinion of the court reads in part 
as follows: ‘Several preliminary as- 
sumptions are necessary before sub- 
stantial color can be given to this con- 
tention. First, Section 5,190 must be 
so construed as to authorize the trans- 
action of a bank’s business at office or 
banking houses instead of at ‘an office 
or banking house’: second, the establish- 
ment of a branch bank must be held to 
be the exercise of an incidental power; 
third, such power when exercised must 
be within the law; and, fourth it must 
be necessary to the transactions of the 
banking business.” 

In regard to the first assumption, the 
court held that the unmistakable char- 
acter of the words employed and the 
purpose to be accomplished did not au- 
thorize such an interpretation of the sec- 
tion as to enable its terms to be read 
in the plural as well as the singular 
number. 

In regard to the second contention, 
it was held that the provisions of sub- 
division 7, Section 5,136, following the 
phrase conferring incidental powers 
upon the Board of Directors, furnish 
examples from which, by analogy, the 
scope of this character of powers may 
be determined. TThev include the dis- 
counting and negotiating of promissory 
notes, drafts, bills of exchange and 
other evidence of debt; the buying and 
selling of exchange, coin and _ bullion; 
the loaning of money on personal securi- 
tv: and the obtaining, issuing and cir- 
culating of notes. On this point the 
court said “The apparent purpose for 
the establishment of branch banks is to 
multiply the places of business of the 
principal bank and thereby increase the 
volume of same. As a manifestation 
of commercial progress, the effort may 
well be commended. This phase of the 
matter, however, is not under considera- 
tion. It is a question of power and not 
progress that demands solution. Cer- 
tainly it is in no sense essential to the 
exercise of any of the powers granted 
nor is it a necessary incident to the 
carrying on of the banking business 
within the meaning of the statute.” 

In regard to the third point, it was 
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HE apparent purpose for the 

establishment of branch banks 
of a national bank is to multiply the 
places of business of the principal 
bank and thereby increase the 
volume of same. As a manifesta- 
tion of personal progress the effort 
may well be commended. However, 
it is in no sense essential to the ex- 
ercise of any of the powers granted 
nor is it a necessary incident to the 
carrying on of the banking business 
within the meaning of the Federal 
statute. 


IN a New York case the Surro- 

gate’s court was held to be with- 
out authority to order delivery of 
contents of safe deposit boxes to 
anyone; the jurisdiction of the court 
being limited to opening a safe de- 
posit box for the purpose of search- 
ing for a will or a deed to a burial 
plot. 


l T has been said that the A. B. A. 

Bad Check Law contains a pro- 
vision under which innocent trans- 
actions may well be presumed to be 
fraudulent under the provision 
therein that refusal of payment shall 
be prima facie evidence of intent to 
defraud. 


F certification of a check was 

procured by fraud of the holder, 
and it remained. his property and 
did not pass to an innocent holder, 
certification was not binding on the 
bank and could rightfully be disre- 
garded and payment refused. 


ALTHOUGH a married woman 
in Massachusetts can sue and be 
sued in the same manner as if 
single, a contract between her and 
her husband is unenforceable. 


FALSE promise by a_pur- 

chaser to a cattle dealer that a 
check given for cattle would not 
be: honored until a later day when 
he would place money in the bank 
to take cere of it, was held not to 
constitute a crime. 


W HERE a check is certified by a 

person other than the maker, 
legal holder or payee and without 
their knowledge or consent, such 
certification does not constitute an 
acceptance and the maker’s account 
cannot be charged. 


held that the sections of the act re- 
viewed bore no countenance to the con- 
tention that the establishment of branch 
banks is within the scope and purview 
of these sections and hence not within 
the law. 

On the fourth and last point, it was 
held that the carrying on of the bank- 
ing business did not require the estab- 
lishment of branch banks and hence it 
was riot within the terms of the statute, 
State exrel. Barrett v. First National 
Bank of St. Louis, Sup. Ct. of Mo. 


Court Without AutHority To 
OrpER DELIVERY OF CONTENTS OF 
Deposit Boxers To Any- 
ONE—NEW YorK 


A partnership firm under the name of 
McDougall, Dru & Co., deposited se- 
curities and other valuable papers in 
two safe deposit boxes of the Irving Safe 
Deposit Co. The securities were owned 
by an English corporation, but were 
subject to the control of the partner- 
ship. Dru is absent from the United 
States. McDougall died, and his will 
has been filed for probate, but be- 
cause of the fact that the persons in- 
terested are widely scattered, the pro- 
bate of the will and issuance of letters 
will be delayed. Following his death 
the State Tax Commissioner sealed the 
safe deposit boxes. The owners ap- 
plied to the Surrogate for an order di- 
recting the turning over of the securi- 
ties in the boxes on the ground that 
they belonged to the English corpora- 
tion and not to the partnership. The 
court held that where it is not sought to 
open the boxes to search for a will or 
deed to a burial plot, the Surrogate’s 
court has no jurisdiction to order de- 
livery to anyone of the contents of the 
boxes. If the securities do not belong 
to the partnership or the decedent, de- 
livery would seem to be a matter of ar- 
rangement between the owners, the sur- 
viving partner and the safe deposit com- 
pany as bailee. When a representative 
of the estate is appointed, he may, on 
his own responsibility, deliver the prop- 
erty to the owners thereof or proceed 
in orderly fashion to obtain determina- 
tion of ownership. In re McDougall’s 


Estate, 197 N. Y. S. 735. 


ATTEMPTED [LARCENY 

Nerep Not 

DEFRAUD 
Par- 


INDICTMENT FOR 
By WortHLEss CHECK 
ALLEGE ATTEMPT TO 
INJURED PERSON OF 
TICULAR PROPERTY 

New. York. 


One Joseph Seman was indicted under 
the Bad Check Law of New York tor 
having drawn a worthless check for 
$664.68 payable to a glove company. 
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It was duly proved by the prosecuting 
attorney that the check had never been 
paid and more than ten days had elapsed 
after the notice of non payment was 
received by the defendant. The de- 
fendant sought to set aside the indict- 
ment on the ground that it failed to 
allege an attempt to defraud the glove 
company of property specifically named 
in Section 1,290 relative to property 
which may be the subject of theft. 
The court held that, under Penal Law 
Sec. 1292a relative to worthless checks 
the mere drawing, uttering, or deliver- 
ing of a check without sufficient funds 
or credit to meet it, with intent to de- 
fraud, is attempted larceny, though no 
property was obtained. “It is apparent,” 
the court said, “that the legislature has 
enacted this section into a law for 
the particular purpose of protecting the 
commercial world. A close study of the 
section discloses that it is a provision of 
the law under which innocent  trans- 
actions may well be presumed to be 
fraudulent under the provision therein 
that refusal of payment shall be prima 
facie evidence of intent to defraud.” 
People v. Seman, 197 N. Y. S. 713. 


2 
BaNk Can DisrecArD CERTIFICATION OF 
CHECK ProcureD ny Fravup oF 


One Anderson who conducted a shoe 
business, drew and delivered a check for 
$3,070 in payment of a loan from one 
Rockhold. The latter had the check 
certified, but payment by the certifying 
bank was refused on the ground that 
the certification was procured through 
fraud. The facts show that Anderson 
was indebted to the bank on certain 
promissory notes in a large sum, and 
the bank claimed a “banker’s lien” on 
\nderson’s account. The following 
question was presented to the court: 
“Was the bank, upon the facts of this 
case, Justified in refusing payment of 
the certified check on the ground that 
the holder thereof obtained the certifi- 
cate by fraud?” The court held that 
there could be no question as to the cor- 
rectness of the proposition that if the 
certification was procured by fraud of 
the plaintiff and the check remained his 
property and did not pass to an inno- 
cent holder, the certification was not 
hinding upon the bank, and it could 
rightfully disregard the certification and 
refuse payment of the check: otherwise, 
the bank cannot escape the binding ef- 
fect of the certification and avoid pay- 
ment of the check. In this case it was 
held that the evidence showed that An- 
derson was largely indebted to the plain- 
tiff and it was his wish to pay to him 
a part of such debt. The court said 
that under the facts and circumstances 
“we find no wrong committed by the 
plaintiff in the receipt of the check and 
the procurement of the certification 
thereon.” The bank was liable. 
Nat. Bk. of Baltimore v. Rockhold, 119 
Atl. 263. 


Huspanp’s Or Convrract to Pay 
Money ‘to Wire UNENFORCE- 
ABLE— MASSACHUSETTS 


The widow of the late Joseph A. 


Gahm during their marriage lent to him 
out of her separate estate considerable 
sums of money to be used in his busi- 
ness, for which he gave her notes pay- 
able to her order. A_ petition was 
brought by the widow as executor of his 
estate to enforce payment of the notes. 
The court held that the husband’s note 
or other contract for payment of money 
loaned to him by his wife is absolutely 
void and cannot be enforced against 
the husband or his estate. “The com- 
mon-law disabilities of married women,” 
said the court, “as to making of con- 
tracts have been removed by statute so 
that they can sue and be sued in the 
same manner as if single, subject, how- 
ever, to the limitation that contracts and 
suits between husband and wife are not 
permissible but stand on the same foot- 
ing as heretofore.” Gahm v. Gahm, 137 
N. E. 876. 


PARTING WITH PROPERTY ON STRENGTH 
oF PurcHASER’S PROMISE TO TAKE 
Care oF CHECKS DELIVERED IN Pay- 

MENT IN THE Future Hetp Nor 
to ConstTITUTE OFFENSE: “FALSE 
PRETENSE’ —OKLAHOMA 


The defendant, one Huckaby, and one 
Riley entered into an agreement or con- 
spiracy in which Riley was to purchase 
cattle from various farmers and obtain 
possession of such cattle by giving to 
the vendors checks drawn on a bank in 
which Riley had no funds; that Riley 
was to tell the vendors that the checks 
would not be honored until a later day, 
when he would place money in the 
bank to take care of them. There was 
no intention on the part of Riley or 
Huckaby to take care of these checks. 
In the meantime the cattle so procured 
were to be sold and the proceeds divided 
between the conspirators. Pursuant to 
this fraudulent plan cattle were so ob- 
tained and sold, and the proceeds, 
amounting to more than $1,000, were 
equally divided between the two. The 
defendant undertook to help Riley pro- 
cure the money and prevent his arrest. 
He advised Riley that a false promise 
expressly made to be carried out in the 
future, would not support a prosecution 
for false pretense, though funds were 
procured on a promise so made. When 
Riley’s arrest seemed imminent, the de- 
fendant conveyed him to the mountains, 
but Riley was finally arrested ‘and en- 
tered a plea of guilty to a charge of 
obtaining property by means of a bogus 
check. Defendant was then prosecuted 
in this case for aiding and assisting a 
felon to escape. One of the defenses 
interposed was that Riley was not guilty 
of a crime under the statute. 

The court with reluctance held that 
the facts did not constitute the act a 
crime within the meaning of the Bogus 
Check Statute, saying, “This iniquitous 
fraudulent scheme probably amounted 
to larceny by fraud.” The opinion of 
the court reads in part: “To constitute 
a false pretense a crime, there must be 
a false representation of an existing 
fact. If every breach of a false promise 
of a pecuniary nature to do something 
in the future constituted a crime, it 
would tend to involve the courts and 
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the people in endless prosecutions. The 
inherent difficulty of determining the 
culpability of the maker of false prom- 
ises to be fulfilled in the future makes 
it expedient to except this class of 
frauds from the rule. This rule is uni- 
versal, so far as we know.” Huckaby 
v. State, 211 Pac. 525. 


CERTIFICATION OF A CHECK BY ONE 
OrHeR THAN Maker, Lecar HoLper 
or. PAYEE or BY ONE WITHOUT 
THEIR KNOWLEDGE OR CONSENT— 
Hetp Not an AccEPTANCE— 
NEBRASKA 


A check for $500, payable to one Mc- 
Grew, was delivered to the defendant, 
one Conaway, with the request that the 
said Conaway deliver the same to Mc- 
Grew, the payee. Conaway did not 
deliver the check, but on the contrary 
procured it to be certified and without 
authority of McGrew, forged the payee’s 
name and obtained money thereon. 

An action was brought by the maker 
of the check to recover from the drawee 
the amount of the deposit covered by 
the check, the plaintiff claiming that the 
check had not been fully executed be- 
cause of a want of delivery to the payee, 
and that a third party had received pay- 
ment on the check from the defendant 
bank upon the forged indorsement of 
the payee. ; 

The bank demurred to the plaintiff's 
petition. 

From a judgment in favor of the de- 
fendant bank, the plaintiff appealed 
The higher court decided in favor of 
the bank, stating that the petition failed 
to affirmatively allege that the certifica- 
tion was procured without the knowl- 
edge, consent or authorization of the 
maker, holder or payee. It was held that 
“where a check is certified at the in- 
stance of a person having no authority 
from any one of these, the certification 
will not constitute an acceptance so as 
to change the relation of the parties 
and work an assignment of the bank’s 
funds (State Bank of Chicago v. Mid- 
City Trust & Sav. Bank, 295 Ill. 599, 129 
N. E. 498, 12 A L R 989) ; nor under the 
Negotiable Instruments Law, requiring 
an acceptance to be in writing will the 
unauthorized payment by the bank on a 
forged indorsement constitute an accept- 
ance (Southern Trust Co. v. American 
Bk. of Commerce & Trust Co., 148 Ark 
283, 220 S. W. 1026, 14 L R A 761).” 
Jasper v. Security State Bk., 191 N. W 
654. 


Against More Building 


While the present congestion in build- 
ing exists the Federal Reserve Board will 
not approve of the construction of 
branches by Federal Reserve Banks. In 
disapproving of the acceptance hy the 
Federal Reserve Bank of St. Louis of 
bids for the construction of a building 
for its Little Rock branch, the Board 
adopted a resolution declaring that Fed- 
eral Reserve Banks should not add to the 
existing difficulties of the situation by 
carrying on any branch building opera- 
tions. 


School Savings Semi Annual Report and Honor Roll 


HE rapid growth in the use of 

school savings banking as an edu- 

cational project is indicated by the 

returns of January 31 for the 
present school year as compiled by the 
Savings Bank Division. 

The number of places included in the 
report is 401 as compared with 370 on 
June 30, 1922, and on June 30, 1921. 
Even more remarkable is the number of 
cities and villages included on the Di- 
vision’s “Honor Roll” and the increas- 
ing number of even large systems which 
are approaching the goal of both 100 
per cent. participation and 100 per cent. 
of pupils who have individual pass book 
accounts at the bank. The number of 
honor roll systems is now 207 as against 
only 102 in June, 1922, and 87 in January, 
1922, when the honor roll was instituted. 

The number of pupils participating in 
all systems on January 31, last, was 
1,543,406 as compared with 1,295,667 last 
June and 802,000 in June, 1921, and 462,- 
000 in June, 1920. The total savings dur- 
ing the present school year up to Janu- 
ary 31 amounted to $4,400,000 of which 
only one-fourth had been withdrawn up 
to that date. 

The total of the balances in all pupils’ 
accounts has jumped to over $14,000,000. 
This is more than twice the balance re- 
ported last June and is so much larger 
than the possible increase from current 
deposits that it can be accounted for 
only by wider adoption of the improved 
accounting methods which have _ been 
urged by the Savings Bank Division as 
indispensable to efficient management. 

The average gross deposit for the 
half-year ending January 31, 1923, is $2.88 
as compared with $4.31 for the entire 
school year of 1921-1922. 

It appears that school savings bank- 
ing has passed its experimental state for 
two outstanding reasons: First, it is 
being more generally considered as an 
essential feature of education rather than 
a mere scheme for bank advertising. 
Second, and resulting from the first, the 
Savings Bank Division is preparing to 
recommend a definite plan which teaches 
both individual thrift and familiarity 
with banking methods without requiring 
more than about 15 minutes of school 
time per week and without imposing 
either bookkeeping or material responsi- 
bility upon teachers. This American 
Bankers Association plan will be incor- 
porated with related material in a small 
book which will be sold at cost. 

A detailed report on the “Honor Roll” 
systems will be sent on receipt of request 
from any bank which is a member of the 
American Bankers Association and also 
is enrolled as an active or associate mem- 
ber of the Savings Bank Division. 


Honor Roll 


School Year of 1922-1923 to Jan. 31 
Compiled by A. B. A. Savings Bank 


Division 
Class A 
Enrollment Over 10,000 
bo bo 
& 
© om ae 
Sa S50 
Rank City and State AA, ZaA BQO 
Canton, O......... 98 13,789 $36,163.59 
Waterbury, Conn... 95 10,940 23,475,35 
Harrisburg, IIl...... 92 11,692 3,406.97 
Huntington, W. Va. 91 9,967 24,148.87 
Louisville, Ky...... 90 24,950 10,696.70 
Providence, R. I... 90 41,807 211,586.15 
New Britain, Conn.. 89 10,267 39,242.67 
Wilkes-Barre, Pa..... 89 16,950 30,211.02 
Dayton, O......... 89 20,950 24,930.61 
Pittsburgh, Pa. .... 88 75,362 329,883.54 
Scranton, Pa. .... 88 18,854 64,739.76 


_ 


_ 


Wilmington, ..Del.. 88 13,450 25,399.58 
Minneapolis, Minn.. 86 47,984 87,015.07 
East St. Louis, Ill. 85 11,611 37,220.25 
Pawtucket, R. I... 85 8,830 48,681.42 


Rochester, N.Y... 85 28,007 50,351.50 
South Bend, Ind... 85 10,573 33,850.60 
*Flint, Mich. ...... 84 14,630 30,158.28 
Harrisburg, Pa. ... 84 9,481 10,583.00 


Binghamton, N. Y.. 81 8,940 28,432.34 


Atlantic City, N. J. 80 8,575 44,559.68 
Allentown, Pa. .... 80 8,895 5,872.68 
Johnstown, Pa. .... 80 9,947 36,379.47 
Aiwon, O. 80 27,650 21,091.36 
Toledo, O. ....... 79 24,387 57,988.20 


Youngstown, O..... 76 16,460 81,402.25 


Terre Haute, Ind.. 76 9,425 27,011.89 
Omaha, Neb. .... 76 19,850 76,185.96 
Class B 
Enrollment 5,000 to 10,000 
Meriden, Conn. ... 99 5,173 28,412.35 
Jackson, Mich. ... 98 6,994 27,086.22 
Braddock, Pa. .... 96 7,422 36,531.28 
Racine, Wis. ..... 95 8,087 31,032.88 
Lexington, Ky. . 94 4,910 820.28 
Plainfield, N. 93 6,813 28,418.97 
Covington, Ky. ... 90 4,776 10,671.68 
Superior, Wis. ... 90 7,750 21,482.54 
Topeka, Kas. ..... 90 7,337 14,111.81 
Roanoke, Va. ...... 87 7,642 11,674.85 
Springfield, O...... 84 8,406 16,908.11 
Dubuque, Ia. ..... 82 4,973 11,666.23 
Rockford, Ill. ..... 82 8,233 21,001.77 
Kingston, Pa. ..... 82 4,651 12,105.34 
Lorain, O. ....... 80 6,005 28,240.05 
Cedar Rapids, Ia... 77 6,472 16,499.45 
Class C 


Enrollment 2,000 to 5,000 


Martins Ferry, O... 99 2,732 13,312.55 
Mechanicville, N. Y. 99 2,133 7,235.65 
Morristown, N. J.. 99 2,437 11,526.93 
W ashington, Pa..... 99 3,821 17,043.09 
Charleroi, Pa....... 98 2,950 12,943.31 
Pittston, Pa. ...... 98 3,680 12,193.56 
Duquesne, Pa. 97 3,616 17,244.99 
Iron Mountain, Mich. 96 2,547 4,854.75 
Atlanta, Ga. ..... - 96 2,773 6,936.22 
Woodlawn, Pa. ... 95 2,676 18,561.49 
Marietta, O. ...... 95 2,835 3,118.87 
Waukegan, Ill. .... 94 4,517 8,055.41 
94 2,886 1,970.82 


Belle Vernon, Pa... 94 2,208 9, "097.55 


(Class C—Continued) 


8 

02.9 

Hae 

S30 

Rank City and State MA, Aaa 
15 Monescen, Pa. .... 94 3,940 
16 Middletown, O. .... 93 4,390 
17 Fond Du Lac, Wis. 91 4,183 
18 East Providence,L.I. 91 3,890 


19 Woodridge, N. J... 91 2,073 
20 High Point, N. C.. 91 2,776 
21 Concord, N. C.... 90 1,825 
22 Atchison, Kas. ... 90 2,240 
23 Granite City, Re: 

24 Freeport, IIl. 
25 Green Bay, Wis.... 4,396 
26 West Allis, i 
27 Gloversville, 
28 Ambridge, Pa. .... 89 2,870 
29 Farrell, Pa. ...... 


30 Findlay, O. 3,329 
31 Sandusky, O. ...... 2,982 
32 Newark, 4,362 
33 Norwood, O 3,444 
34 Pekin, IIl. 2,267 


35 Cuyahega Falls, O. 86 2,218 
37 New Philadelphia, O. 86 2,130 


38 Evanston, Ill. .... 86 4,118 
39 Herrin, Ill. ....... 86 2,920 
40 Ridgewood, N. J... 85 2,587 
41 Ashland, Wis. .... 85 2,070 
42 Janesville, Wis..... 84 2,280 
43 Hannibal, Mo...... 84 3,139 
44 Winston-Salem, N.C. 84 3,734 
45 Oneonta, N. Yoo... 84 2,050 
46 Sharon, Pa. ...... 83 3,240 
47 Paducah, Ky 82 4,034 
48 Tiffin, O. ........ 82 1,655 
49 Elgin, | 82 3,660 
50 Braintree-Weymouth, 

51 Barberton, O. ..... 81 3,364 
52 Antigo, Wis. ..... 80 1,794 
53 Appleton, Wis. ... 80 2,179 
54 East Aurora, Ill... 80 3,405 
55 Mattoon, Ill. ..... 80 2,068 
56 Logansport, Ind.... 80 2,608 
57 Vineland, N. J.... 80 2,780 
58 Greensburg, Pa..... 80 3,570 
59 Ottawa, ..... 80 1,693 
60 Williamsport, Pa.... 79 3,800 
61 Alton, Ill. ........ 78 3,837 


62*Port Huron, Mich.. 78 3,500 
63 pe City, Mich... 77 3,630 
an 


64 L on, Pa. .... 76 2,350 
65 Jeanette, Pa. ..... 75 3,111 
66 Pottsville, Pa....... 75 3,113 
67 West Aurora, Ill... 75 2,042 
Class D 

Enrollment Under 2,000 

1 Dixon, Ill. ....... 99 1,417 

2 Clearfield, Pa. .... 99 1,400 

3 Freeport, N. Y.... 98 1,882 

4 Caspian, Mich. ... 98 374 

5 Aliquippa, Pa. .... 97 548 

6 Bessemer, Mich.... 97 1,416 

7 Hancock, Mich. .. 97 1,901 

8 Rinelander, Wis.... 97 1,704 

9 Wis. Rapids, Wis.. 97 1,604 

10 East Alton, IIll.... 97 332 
11 Follansbee, W. Va. 95 1,020 
13 Joy, Pa. 95 682 
13 Bradford, O. 94 662 


14 Plains, "Mass. 94 

ringle Boro., Pa. 94 850 
16 Roanoke Rapids, N.C. 93 856 
17 Woodriver, Ill. ... 92 943 
18 Struthers, O. ...... 92 1,393 
19 Bridgeville, Pa..... 91 773 
20 Ramsay, 91 1,223 


AXM 


0 
7 
5. 
5 


8 

2 

6 

2 

4 

9 

8 

448.49 
»214.12 

5 

696.83 

8 

0 

2 

5 

8 


9 
0 
2 
7 
2 
1 
1 
5 
7 
8 
14, 
8 
3 
7 
7 
3 
7 
7 
7 
5 


12'426.62 
880.96 


6,236. 04 


| 
! Ly 
964.45 
496.22 
299 06 * \ 
324.84 
4,896.55 
3,083.88 
5,445.30 
7 23,566.15 
+ 9,434.61 
16 13,242.03 
4,666.64 
18 5,715.19 
19 9,217.29 
4,046.01 
a1 7,021.84 
5,218.77 
7,461.12 
5,263.32 
2s 15,463.45 
27 7,627.00 
6,575.26 
2,799.67 
6,909.43 
13,745.36 
3,810.77 
7,915.47 
6,966.65 
8,949.60 
1,555.25 
11,144.16 
10,994.06 
6,980.39 
7,197.31 
. 5,124.72 
4,049.21 
2,365.45 
17,475.87 
648.00 
2,399.56 
3,295.53 
3,180.47 
3,707.28 
2,531.63 
974.70 
3,018.39 
1,068.84 
1,906.76 
7,456.70 
2,902.80 
2,035.96 
1,104.09 A 
3,570.32 
676 


elpril, 1923 JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 677 
(Class D—Continued) Monthly Tendency in Savings Deposits 
Sts An increase in savings deposits of 8 by 880 banks which hold about one- 
. Ba 5 6 <3 per cent. during the month preceding third of the savings deposits of the 
ba) 2.28 33 March 1, 1923 and of 84 per cent. country, according to tabulation of the 
55 Bet SES during the preceding year is-indicated Federal Reserve Board: 
R ink City and State aa, Zaa HO 
21 Merrill, Wis. ...... 91 1,651 2,534.01 Savings Deposits Per cent. Savings Per cent. 
22 Alma, Mich, ...... 90 1,206 2,041.95 Number Increase Deposits Increase 
23 Marine City, Mich.. 90 335 1,409.18 Federal of banks Mar. 1, 1923 Feb. 1, 1923 over Mar. 1, 1922 over 
24 Stambaugh _——: 90 1,225 2,656.75 District Reporting Millions Millions ast Month Millions Last Year 
36 Schuylitit Haven; 307 «987.20 
26 Schuylki a. 9 
27 Parkesburg, Pa..... 90 478 644.77 6 1,081 66 
28 Leechburg, Pa...... 90 1,285 4,454.75 2 1,698 6.1 
29 Latrobe, ae syste 90 1,644 10,482.65 3 80 446 442 7 426 44 
30 Norwich, N. Y.... , 315. 4 18 412 411 2 374 9.1 
31 Wilson, N. C...... 90 1,695 1,443.58 
33 St. airsville, »268.61 
34 Hubbard, O........ 90 815 1,610.16 7 210 927 818 1.08 758 re 
35 Wooster, O. 90 1,449 3,012.66 
36 Kaukauna, Wis... 89 1,038 2,069.98 125 125 .00 110 12.0 
37 Menasha, 89 1961.46 
38 Lehighton, Pa. .... 89 1,162 3,098.06 10 66 
39 Manor, Pa. ........ 89 780 3,775.60 
40 Grave Va. 11 112 83 81 2.4 70 15.4 
41 arwoo "4 6 1,468. y 5 
42 West Hazleton, Pa. 88 1,090 458.40 12 a5 877 864 14 738 13.5 
43 Port Jervis, N. Y.. 88 1,577 8,371.18 — — 
44 Patchogue, N. Y... 88 1,192 7,280.71 880 6,394 6,342 8 5,855 8.4 
45 Leitonia & Wash- , 
imgtom, 88 800 2,787.25 
47 So. Milwaukee, Wis. 88 1,273 3,331.70 
48 De Pere, Wis...... 1,266 2,950.70 
49 Munising, Mich..... 673 1,234.66 
50 Ottawa, Ill. 1,255 4,565.84 
51 Cedar ‘Falls, Ta. 1,176 1,608.57 Recent Decisions 
52 Sullivan, Ind. . 4,295. 
53 Iron River, Mich... 85 1,208 2,798.86 
54 Marion, Ia. ........ 84 864 1,742.09 B . 
55 Canandaigua, N. Y. 84 699 2101.37. Bank As CustopiaAn or SecuRITIES FoR version by the controlling office being, 
56 SAFEKEEPING Hrtp LIABLE FOR in effect, the act of the bank itself. 
Niles, Mich’... " 83 1'504 -3'318.60 CONVERSION BY CASHIER— “The business given a bank,” the court 
59 Peru, Ill. ......00e 83 1,489 5,275.92 MISSISSIPPI said, “by a customer who deposits his 
= funds therein and otherwise contrib- 
62 Plymouth, Ind...... 81 744 1,049.47 The Grenada Bank as gratuitous utes to its profits, is valuable to the 
63 Crystal Falls, Mich. 81 1,081 2,535.02 bailee invited and accepted special de- bank, and is certainly sufficient con- 
posits of securities in the sum of $20,- sideration in a contract of bailment to 
66 Pt. Pleasant, W. Va. 80 570 1,068.15 500 from one of its customers. The se- Create mutuality and warrant the view 
6? Waverly, x. Y..... 80 84s 4,566.53 curities consisted of bonds from which that it is a bailment for hire and not 
69 Greenfield, O. 22... 990 765.96 the coupons were regularly clipped from for accommodation. Therefore, the loss 
70 Logan, O. ...--.+ 1,245 5,715.89 time to time and placed to the credit of of the special deposit through the acts 
the customer who seemed to have im-. 0! the officers of the bank, either by 
=3 Dearborn, Mich. 80 604 + 368.48 ~—~Plicit confidence in the bank. One Tor- negligence or fraud, must be met by the 
74 Albion, Mich. ..... 80 890 3,213.22 bert, the vice-president and cashier, took bank.” Grenada Bk. v. C. A. Moore, 
the bonds and hypothecated them with No. 23,017 Supreme Court of Missis- 
Coraopolis, Pa. ..... 79 1.280 4,463.38 lifferent parties, borrowing large sums S!PPp1. 
78 Ford City, Pa..... 79 1,315 8,126.60 on them for his individual purposes. The Nortr: This decision seems to proceed, 
80 aot he . neeee 2 + A. funds he received went into the bank in not on the theory that the bank as bailee, 
81 McMechan, W. Va. 79 575 1,922.26 Settlement of certain worthless obliga- was obliged to use due care—upon which 
82 Hamlet, N.C....... 79 625 1,289.55 tions due to the bank from which ob- theory the question would be whether 
83 Stevens Point, Wis. 78 ligations Torbert had previously re- there was any negligence in connection 
85 Winthrop, Mass. ... 78 1,468 2,527.74 ceived the benefit. This action was to with the employment and supervision of 
a6 | oe ona |. ae 78 478 4,894.51 recover the bonds or their value from the converting officer—but on the theory 
4.30165 the bank, The depositor contended that that the act of the officer in converting 
89 Carlisle. Ind. ...... 77 429 603.99 the bank is liable for two reasons, the securities was the act of the bank 
30 Yolparaien Ind. eee 26 1,130 1,568.67 namely, first that the funds obtained by for which it was responsible. : This 
Beinn 1408 514877 vpothecation of the bonds were used theory puts heavier responsiblity on 
93 Sayre, Pa. ........ 76 13317 5.849.62 in settlement of bad obligations due banks in the safekeeping of securities. 
and thus the bank received This decision seems to bring out the 
06 New Paltz, N. Y... 78 360 $008] the benefit of these funds; second that point that in most cases the bank does 
nae the bank is liable because it was negli- receive compensation although in an in- 
gence, in its officers to permit Torbert direct manner. 
Ope 
data in this table are for passbook methods to take the bonds out and borrow & 
nly, the other making no report. money on them even though the bank CERTIFICATE or Deposit PAYABLE In 
was a gratuitous bailee. The bank Current Funps’ Non- 
contended that Torbert acting Iowa 
Ralph P. Anderson, formerly assistant fraudulently for his individual bene- The point was raised whether or not 


manager, has become manager of the 
Business Development Department of the 


fit adversely to the bank, and not in its 
interest; or the loss was not through 


a certificate of deposit which was pay- 
able by its terms “in current funds” was 


Anglo-California Trust Company, San gross negligence and, therefore, it negotiable according to the law of Iowa. 
Francisco. He started with the bank in cannot be held liable as a gratuitous The court held the instrument non- 
June of last year as advertising manager. bailee. The court held that the bank, negotiable even though “this holding is 


Walter S. Bucklin, President of The 
Liberty Mutual Insurance Company, has 
been elected a director of The National 
Shawmut Bank of Boston. 


even though a gratuitous bailee, is liable 
to the depositor for the loss regardless 
of whether such loss is occasioned by 
mere negligence or fraud, the act of con- 


not sustained by the numerical weight 
of authority in other jurisdictions.” 
v. Commercial Bk. 191 N. W. 
13. 


Liquidation of National Banks 


NATIONAL bank going into liq- 

uidation finds itself in a situation 

unlike that which attends the dis- 

solution of other corporations. 
In the case of the latter there is reached 
at some time or other a point where 
some supervisory authority pronounces 
the liquidation complete and the corpor- 
ate being effaced. This is not done and 
should not be done until the corpora- 
tion has had an opportunity to make 
proper disposition of its assets, nor until 
it has given satisfaction to its creditors 
as provided by law. But when this is 
accomplished the corporation is dis- 
solved. 

In the case of a receivership for a 
national bank after all its affairs are 
administered its existence is officially 
terminated. Likewise, in bankruptcy 
cases, which bear a similarity to national 
banks in that both are Federal matters 
governed in a great measure by the 
laws of the various states, designated 
officials administer the affairs of the 
bankrupt and creditors are given an op- 
portunity to present their claims and 
have them allowed, and when all is done 
the court declares the proceeding com- 
pleted. 

Section 221 of the National Bank Act 
automatically extends the charters of 
national banks whose corporate existence 
expires during liquidation. Such ex- 
tensions are for the sole purpose of per- 
mitting liquidation of their affairs and 
effective until they are finally closed. 
Likewise, the United States Supreme 
Court has held that a national bank which 
has gone into voluntary liquidation will 
continue to exist as a body corporate 
for the purpose of suing and being sued 
until its affairs are completely settled. 
Both the law and the decision referred 
to contemplate the cessation of the cor- 
porate existence at some time, but there 
is no authority empowered to make of- 
ficial announcement. 

This situation becomes a_ nuisance 
sometimes when, for years after liquida- 
tion is complete, the Commissioner of 
Internal Revenue requires that returns 
be made annually in compliance with 
the income tax law which directs that 
all corporations file reports. So long 
as a corporation is in process of liquida- 
tion this is a proper requirement, but 
after its affairs are completely closed 
it should not be compelled to make re- 
turns. The general rule applied in in- 
come tax matters is that so long as it 
has a right to function as a corporation, 
regardless of whether it received any 
income during the period for which the 
return is rendered, a return must be 
made. A national banking association 
after liquidation does not possess the 


right to function as a bank. An anoma- 
lous situation could be easily imagined. 
Several years after completion of liqui- 
dation its committee and all of its 
former officers might pass away or re- 
move to foreign countries. In_ that 
case, though the law would require it, 
nobody could be compelled to make 
returns. 

It is difficult to understand how a 
former officer of a national bank which 
has completely liquidated can be re- 
quired to file an income tax return. 
Officers are elected by the directors for 
definite terms or to serve during the 
pleasure of the latter. When the term 
expires the tenure of office ceases. Also, 
upon the surrender of certificates of 
stock and their due cancellation, direc- 
tors are no longer shareholders and, 
ipso facto, not eligible to be directors. 
It follows that if there is no board 
of directors at whose pleasure certain 
officers shall continue in their positions 
such offices are vacated. 

To hold otherwise would be to say 
that officers last elected by a bank which 
has since gone into liquidation, shall 
continue in such positions during their 
natural lives. It is safe to say that 
the law-making body did not intend that 
this interpretation should be placed upon 
the law, and it is doubtful that the 
Commissioner of Internal Revenue in- 
tended that any regulation should com- 
pel former officers of liquidation banks 
to make annual returns forever. Like- 
wise, there is grave doubt that any 
former officer of a bank liquidated fully 
and completely, as shown by the final 
reports of the liquidating committee, 
could be compelled to make returns. 
However, such is being done in the be- 
lief that possibly it could be enforced. 
Men prefer to comply with the laws 
made for the government of business, 
but this one seems to be construed too 
strictly. 


National Agricultural Credit 
Corporations 


Pursuant to the provisions of the 
Agricultural Credits Act recently passed, 
giving Federal Government supervision 
to certain loan companies to be known 
as National Agricultural Credit Cor- 
porations, the Comptroller of the Cur- 
rency, upon whom is placed the Federal 
control of such corporations, is busily 
engaged in the work of bringing them 
within the purview of the law. The law 
directs that upon filing articles of as- 
sociation and an organization certificate 
with the Comptroller of the Currency 
his approval of them and his written 
permit to begin business shall constitute 
the organization a body corporate. 
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In order to bring under Federal con- 
trol all cattle loan companies and live- 
stock organizations as desire Federal 
supervision, the Comptroller has informed 
each of the known one hundred and ten 
such organizations in existence of the 
provisions of the Act. About fifty per 
cent. of these companies have capital 
sufficient to entitle them to government 
supervision. The law requires that they 
have a paid-in capital of at least $250,000 

Likewise, the Comptroller has dis- 
tributed forms upon which groups of 
individuals may make application to or- 
ganize National Agricultural Credit Cor- 
porations. It is required that the ap- 
plicants announce their residence, their 
business, their financial strength and the 
number of shares subscribed, very much 
as is required in the organization of a 
national bank. Also, a statement of the 
financial corporations with which the 
applicants have had working connections 
is required. 

Applications received from companies 
wishing to convert into National Agri- 
cultural Credit Corporations, when ac- 
companied by a draft for $250 and an 
additional five cents for each $1,000 
of resources in excess of $250,000, au- 
thorize the Comptroller to immediately 
send an examiner to the field to check 
up the business of such companies, and 
the submission of a smaller check en- 
ables him to send examiners into the 
field to inquire the standing of the pros- 
pective incorporators of new associations 
and the probable success such an in- 
stitution might expect to attain. 

Any member bank in the Federal Re- 
serve System may, with the approval of 
the Comptroller of the Currency, sub- 
scribe to the capital of a National Agri- 
cultural Credit Corporation in an amount 
not to exceed ten per cent. of the 
paid-in capital and surplus of the bank. 

It is too early to predict accurately the 
number of organizations that will place 
themselves under the supervision of the 
Federal government. However, to gain 
the advantage of the examinations to 
be made thereby, and the confidence that 
follows organizations supervised by the 
Federal government, it is assumed that 
in time practically all of the corporations 
eligible will make application and _re- 
ceive permits to operate under the pro- 
visions of this Act. Likewise, this 1s 
expected to cause others to increase their 
capital stock to the point where they 
may join this System. 


Copies of the Agricultural Credits 
Act may be obtained by addressing the 
Division Office, in the Colorado Build- 
ing, Washington, D. C. 
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; HE subject of co-operative mar- 
keting seems to be destined to 
grow to large proportions, and it 

is important that banks become 
familiar with the fundamental principles 
and practices underlying successful co- 
operative marketing enterprises. The 
State Bank Division, in connection with 
the Agricultural Commission of the 
American Bankers Association, is de- 
sirous of getting in touch with the suc- 
cessful co-operative marketing projects 
that are now being conducted in the 
various banking communities. For the 
purpose of obtaining practical informa- 
tion regarding present and prospective 
co-operative associations, the State Bank 
Division has submitted to its members 
and others the following questionnaire: 


1. Ilow many co-operative marketing associa- 
tions have you in your community? 

2. Are they organized on the commodity 
basis (one product of a few similar prod- 
ucts, aS grains, in one elevator); or on the 
regional basis (doing all or a large part 
of either their buying or selling through a 
co-operative organization) ? 

‘ Are these associations serving local needs 
only? 

4. Are they combined or consolidated with 
other locals to include some special phase of 
marketing, as processing and packing? 

5. Are they combined with a large number 
of locals to form a sales organization? 

6. Give the names and addresses of co-oper- 
ative institutions handling farm commodities 
with affiliation for selling purposes. 


Copies of the foregoing questionnaire 
were sent not only to members of the 
State Bank Division, but also to state 
supervisors, secretaries of state 
bankers associations, and several public 
officials. Following are a few of 
numerous replies: 


Transportation and Distribution 


From Hon. Alfred E. Smith, Governor 
of the State of New York: “With a 
deep-seated conviction that the interests 
of farmers and consumers are at many 
points common interests, I have always 
endeavored to foster a closer relation- 
ship between the two groups. This in 
part has been the meaning of my inter- 
est in the work of the Port of New 
York Authority and its great plan for 
improving transportation and distribu- 
tion at the Port of New York. The 
effect of this plan is of the utmost im- 
portance to the farmers and no less to 
the consumers. The farmers will bene- 
fit in getting their produce to the mar- 
ket more cheaply and more quickly, 
especially as they learn to make increas- 
ing use of our splendid system of motor 
highways and the Barge Canal, while the 
consumers will profit in a reduction of 
the cost of living. 

“Co-operative enterprises that benefit 
both farmers and consumers have been 
encouraged under our State Laws and I 


Good and Bad Features of Co-operative Marketing 


hope to see a greater extension of the 
principle in practice. Anything that pro- 
motes a closer contact and a better un- 
derstanding between the financial and 
producing interests is worthwhile effort 
and only as business men and farmers 
study their problems jointly and en- 
deavor to arrive at a joint solution will 
conditions improve for agriculture.” 


Business Leaders Getting 
Together 


From J. S. Brock, Bank Commissioner 

f Louisiana: “I certainly believe that 
the movement ‘to put agriculture on a 
par with other big business’ is a move- 
ment in the right direction, a matter 
which has been too long neglected. Our 
big leaders of industry and our big 
leaders of the banking fraternity should 
get behind the movement with full force 
and push vigorously until agriculture is 
on a par with other big business. It 
would mean so much for everybody, and 
for the country as a whole! 

“As has been suggested by Mr. Hecht, 
the one great danger to guard against is 
a possible tendency by some marketing 
associations to develop into holding 
corporations which may try to over-ride 
the law of supply and demand to get 
artifically high prices, or by unduly lim- 
iting production. 

“It has been so often said that our 
farmers will not organize—will not 
stand together. The trouble has been 
that their real interests have been neg- 
lected by leaders of big business, and 
as a result they have been badly treated 
by middlemen and the prices of their 
products often manipulated to their 
detriment by speculators. 

“The farmers will organize and stand 
together in a movement of this kind 
with the advice, help and support of real 
business leaders throughout the country, 
free from any direct selfish interests but 
who would be stimulated in their efforts 
by the fact that results would directly 
be of great benefit to the farming inter- 
ests, and thereby indirectly be wonder- 
fully helpful to big business. ‘The best 
bargain is the one that yields a profit to 
both parties to it.’ 

“T cannot imagine an opportunity for 
a greater and more profitable service 
by our bankers to the American people 
as a whole, than is offered in this move- 
ment for co-operative farm marketing.” 


Too Much Holding 


From G. A. Appleby, President Glen- 
dale Bank of Commerce, Glendale, Ariz. : 
“We have a number of marketing as- 
sociations in Salt River Valley, Arizona. 
The only association, however, that has 
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demonstrated its value is the Arizona 
Pimacotton Growers Association. They 
have been in action since the cotton sea- 
son of 1921, so have demonstrated their 
good points and weak points covering 
two years’ services. 

“The above mentioned association is 
organized on the Sapiro plan, which is 
the five-year contract basis. The farm- 
er or grower delivers his cotton, as it 
is picked, to the gin in the name of the 
association and the association advances 
a limited sum of money as a loan suffi- 
cient to cover picking, handling the cot- 
ton in pools and selling accordingly. 

“Our observation of the working of 
the plan has brought us to the conclusion 
that it is neither beneficial to the farmer 
nor of practical service at large. Our 
customers who are members of the as- 
sociation in every case are always broke, 
needing more credit than it is possible 
for us to loan them on the security 
offered, and utterly unable to carry any 
balance with us at any time. This con- 
dition naturally follows a holding proc- 
ess which the association indulges in, 
the grower receiving nothing but the 
picking advance from the cotton until 
nine to ten months after the time he 
planted the seed in the ground. 


“You can readily see that were all our 
customers members of the Pimacotton 
Growers Association we would have no 
deposits, with a terrific burden of loans 
on hand, or stop business altogether for 
lack of loanable funds, as we depend 
upon the cotton industry of this section 
for the larger bulk of the financial ac- 
counts. So our conclusions have natur- 
ally been averse to supporting the asso- 
ciation in its present functioning with 
such a large overhead of cost and such 
slow results in liquidating the farmers’ 
indebtedness. We have also concluded 
that if all co-operatives work on the 
same basis and plans as the Arizona 
Pimacotton Growers and with the same 
results, we could do better without their 
efforts.” 


Fruit and Rice in California 


From FE. C. Littleton, First National 
Bank, Yuba City, Calif.: “There are 
five co-operative marketing associations 
in this community, all of which serve 
the entire state. The associations we 
have in mind are the Sun-Maid Raisin 
Growers, of Fresno, which handles 90 
per cent. of the entire raisin crop of the 
State of California; the California 
Prune and Apricot Growers Associa- 
tion, Incorporated, of San Jose, which 
handles about 75 per cent. of the total 
prune and dried apricot crop of the 
state; the California Peach and Fig 
Growers, which handles a large per- 
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centage of the dried peaches and figs 
produced in California; the Rice As- 
sociation of California, at Sacramento; 
and the California Canning-Peach Grow- 
ers, at San Francisco. 

“The first three associations men- 
tioned take over the farmer’s crop, make 
him a substantial first payment, prepare 
his crop for the market, and proceed to 
market it through their own channels. 

“The Rice Association and Canning- 
Peach Growers, however, merely see 


to it that the farmers’ products are 


marketed in an orderly manner. The 
Rice Association, through the War 
Finance Corporation, provides for a 


loan for the farmers up to $1.50 a sack 
on his harvested rice, and then pro- 
ceeds to sell it for him under ‘the best 
possible conditions, and at a minimum 
previously named, to one of the differ- 
ent mills. 

“The California-Canning-Peach Grow- 
ers merely act as distributor to the dif- 


ferent canneries for the cling peach 
growers of the Sacramento and San 
Joaquin Valleys. The association has 


sufficient control of the cling peach out- 
put to name the price the canners shall 
pay, and accordingly sets the price, col- 
lects the peaches from the growers, turns 
them over to the canneries, and sees that 
the grower is properly paid.” 


Experience in Illinois 


From George A. Fox, Secretary IIli- 
nois Agricultural Association: “Farm- 
ers in Illinois have been marketing co- 
operatively for a number of years. The 
grain and livestock men have been sell- 
ing through their local co-operative ele- 
vators and local co-operative shipping 
associations for a long time. This move- 
ment has gained decided impetus during 
the past three years through the organ- 
ized efforts of the Illinois Agricultural 
Association. There are today some six 
or seven hundred co-operative elevators 
and between five and six hundred co- 
operative livestock shipping associa- 
tions in the state. 

“In addition to the grain and live- 
stock interests there have been organ- 
ized co-operative producers’ organiza- 
tions selling fruits and vegetables, red 
top, and poultry, livestock and dairy 
products. The continued growth of 
these co-operative associations is indica- 
tive of their economic soundness and 
evidence of the awakened interest of 
farmers in a more intelligent handling 
of their products. 

“For some time farmers have been 
seeking: legislation which will permit of 
further development and an unhamper- 
ed operation of these co-operative sell- 
ing agencies. Opposition to the co- 
operative movement comes largely from 
dealers, middlemen and commission men, 
who object to the non-stock, non-profit 
features of these organizations and are 
decidedly opposed to the patronage divi- 
dend or a pro rata distribution of regu- 
lar commission charges collected in ex- 
cess of actual costs of handling the 
product. 

“Co-operative marketing means order- 
ly marketing or merchandising instead 
of ‘dumping’ as has been the custom in 
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the sale of farm products for many 
years. This movement is heartily in- 
dorsed by ex-Governor Lowden, who is 
doing much to promote this method of 
marketing in the interest of a more 
prosperous agriculture for Illinois. 
“Through a broader education of the 
producers as to classes, grades, and the 
demands of the market, marketing costs 
can be reduced to the mutual interests 
of both the producer and consumer.” 


Cotton and Hay in Alabama 


From A. E. Jackson, Superintendent 
of Banks, of Alabama: “We have two 
associations in this state, the Alabama 
Farm Bureau & Cotton Association, and 
the Alabama Farm Bureau Hay As- 
sociation. The former is a non-profit, 
non-capital co-operative marketing as- 
sociation, organized to handle cotton for 
its members in Alabama. Every cotton 
producer in the state is entitled to exe- 
cute a contract to market his cotton 
through this association. The Alabama 
Farm Bureau Hay Association is an 
association organized on similar plans 
to handle hay for their members. Both 
of these associations are handling their 
products on a commodity basis, and they 
serve the whole state. 

“They are very glad indeed that the 
support given them in Alabama both by 
the state and national banks has been 
very fine. The banks have loaned them 
at different periods of their receiving 
season last fall something over $3,000,000 
at 5 per cent. discount. All of this 
paper has been retired by the Associa- 
tion at maturity, and their relations with 
the banks in the state have been very 
satisfactory. 

“The banks have co-operated by mak- 
ing the initial advance to their members 
of 60 per cent. of the market value at 
the time of the delivery of cotton, 
through drafts on the association with 
the cotton receipts or bills of lading 
attached. They have co-operated fur- 
ther with the association in most cases 
by consenting to allow their customers, 
on whose cotton they hold mortgages, 
to market their cotton through their own 
association. Of course their lien fol- 
lows the cotton into the Association, and 
all money is paid direct to the banks 
from the proceeds of sales of cotton on 
which they had mortgages, and the 
banks report to the association that this 
method of handling their cotton has 
proved quite valuable to them as a col- 
lecting agency, as the proceeds of all 
sales from the cotton go direct to the 
banks interested. They also report that 
their customers are able to pay them 
much more on their debts due to the 
economical way of handling the sales on 
the co-operative plan and also of get- 
ting the profit for the members by means 
of direct sales.” 


Tobacco in Kentucky 


From W. W. Peavyhouse, Deputy 
Bank Commissioner of Kentucky: “In 
our opinion the co-operative marketing 
plan in Kentucky has proven successful. 


ASSOCIATION 
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This is the second year that the Burley 
Pool has been in operation and the price 
of tobacco at the present time is very 
satisfactory, averaging probably from 
25 cents to 30 cents per pound. It is the 
opinion of a majority that if it were not 
for the co-operatice marketing plan the 
price of tobacco would be much lower 
than it is. The assets of the banks 
under the supervision of this depart- 
ment increased $25,000,000 during the 
past year, which was due, we believe, in 
a large measure to the high price of to- 
bacco. 
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AILLBERN 
SAVING GS— 


only automatic 
method ever con- 
ceived for popularizing 
money-saving on an unprece- 
dented scale is provided by 


THE 
HILLBERN 


SYSTEM 


It brings into the banks huge 
mass deposits which increase dai/y 
and the cost is only 114% per annum, 
with an initial outlay of $1 per 
account. 


Accounts are permanent and 


substantial, renewing them.elves 


yearly without expense. 


Not an advertising scheme—no advertising 
required of licensed banks—we assume all 
risk and expense of introduction—full details 
supplied banks by mail. 


We are sole licensors 


HILLBERN 
THRIFT CORPORATION 


Continental & Commercial Bank Bldg. 
208 South La Salle Street 


CHICAGO 


Copyright, 1923, H. T. Corp. 
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The BUILDING 


PROCLAIMS the CHARACTER 


ODAY modern banks realize that the char- 

acter of their institutions is proclaimed through 
the buildings themselves. It is significant, there- 
fore, that the Bank of Italy, the fastest growing 
bank in the United States west of Chicago, has so 
many branch buildings the architectural distinction 
of which is expressed by Terra Cotta. 

This versatile material possesses a facile power 
for expressing the individuality of a business. 
Witness its achievement in the branch building 
pictured above. Its appearance here clearly por- 
trays the character of the institution within —gives 
a dignified assurance of the strength and relia- 
bility of the Bank of Italy. ' 


Terra Cotta has many more practical factors to 


TERRA 


‘Permanent 


When writing to advertisers please mention the 


Beautiful 


BANK OF ITALY, LIVERMORE, CAL. 
Semi-matt glazed Terra Cotta 
OLIVER T. FOULKES, Architect 


recommend it. No comparable material gives such 
great effect in color and form—at so moderate a 
price. It permits endless choice of design, color, 
and ornament. 

And Terra Cotta provides exteriors that are 
practical and enduring. It resists fire, weather, and 
climate. It is permanent as well as beautiful, and 
profitable because it reduces the cost of original 
construction and of annual maintenance. 

Our interesting brochure, “Better Banks,” 
pictures some of the most attractive banks in the 
country. We shall be glad to send this booklet 
and other information on bank construction to 
anyone interested. Address National Terra 
Cotta Society, 19 West 44th St., NewYork, N.Y. 


COTTA 


Profitable 
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HE Clearing House Section is en- 
deavoring in every way possible to 
help further the work of the Com- 
mittee on Public Education. Un- 
der date of November 29, the Secretary 
brought to the attention of the three 
hundred and twenty clearing houses a 
plan which has been tried out very suc- 
cessfully in Milwaukee. This plan called 
for the distribution of small folders con- 
taining a printed list of the best books 
dealing with modern accountancy, com- 
mercial and business law and _ subjects 
pertaining to economics and_ general 
banking, by the member banks of every 
clearing house association to their pa- 
trons. 


Results in Denver 


The manager of the Denver Clearing 
House brought the Milwaukee idea to 
the attention of the Clearing House Com- 
mittee of that Association, which Com- 
mittee decided to co-operate in helping to 
further the work of the Committee on 
Public Education. The librarian of that 
city distributed to the clearing house 
banks 50,000 of the small leaflets. These 
were placed in the depositors’ pass books 
and in their monthly statements and 
within a few days after they were dis- 
tributed, the demand for the books was 
so great that every copy was taken from 
the shelves of the main library building 
and all of the branches. In addition, 
other books on related subjects were 
borrowed. ‘The librarian in his report of 
this experiment states that the demand 
was so great that he had to purchase 
five hundred dollars’ worth of new 
books. He is most enthusiastic over the 
plan, as he feels it has been unusually 
successful in his city, and that a great 
deal of good will come out of the idea. 


During the past few weeks Mr. Pue- 
licher, President of the American Bank- 
ers Association has received some very 
encouraging letters from the librarians 
of several cities who are working out a 
similar plan, so that they will be able to 
assist the member banks of the clearing 
house in their respective cities in furnish- 
ing lists of books on the above mentioned 
subjects, to the end that the patrons of 
all institutions in their city may become 
better acquainted with the financial and 
economic conditions not only of our own 
country but throughout the world. 

We should like to see the Clearing 
House Committee of every clearing 


house association co-operate with their 
local librarian as is now being done in 
the several cities mentioned, so that the 
work of the Committee on Public Edu- 
cation may be broadened. 


How the Clearing Houses May Co-operate 


Newark, N. J. Installs Credit Bureau 


At a meeting of the Clearing House 
Committee of the Newark, N. J., Clear- 
ing House Association held several 
weeks ago, it was unanimously decided 
to install a Credit Bureau in connection 
with the local clearing house association. 
This Credit Bureau will work along lines 
similar to the one now in operation in 
Richmond, Va., and will be under the 
direct supervision of R. W. Emerson, 
the Manager. 

The operation of the Richmond Credit 
Bureau was given in detail in the July, 
1922, issue of the Journal and in the 
Clearing House Section Bulletin for the 
same month. 

At present a number of county associ- 
ations are working out a plan similar to 
the Richmond and Newark plans, where- 
by they will be able to serve all member 
banks in their counties. The Secretary 
of the Section welcomes the opportunity 
to be of assistance in bringing about a 
bureau of credit in any city interested 
in the idea. 


No Protest Minimum 


For several years the Amercan Bank- 
ers Association has been advocating to 
the banks of the country the use of the 
$20 No-Protest Minimum on their remit- 
tance letters. In practice the amount has 
never been uniform, as a great many 
banks formerly using the $10 minimum 
continue to do so, while many others 
adopted the amount suggested by us; the 
use of the two amounts therefore causes 
considerable confusion. 


The Federal Reserve Board is very de- 
sirous of co-operating with the Associa- 
tion in bringing about a uniform amount. 
The board recently made a survey in 
order to find out the attitude of their 
member banks, the result being that seven 
of the Federal Reserve banks were in 
favor of using the $20 minimum as 
recommended by the Association, and five 
banks voted in favor of the $10 mini- 
mum, due to the fact that in the second 
instance a majority of their members are 
using the latter amount on their remit- 
tance letters. However, the majority in 
favor of the $20 minimum was not large 
enough to warrant definite action recom- 
mending this amount without first mak- 
ing a thorough canvass. 

During the last few weeks the Secre- 
tary of the Clearing House Section has 
written to 200 institutions located in the 
principal cities of the country, asking 
them to make a careful survey of the 
remittance letters received from their 
country bank correspondents in order to 
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find out whether | the majority is using: 
the $10 or $20 minimum amount. 


The results to date have been gratify- 
ing and in order to make this survey as. 
complete as possible, a letter has been 
sent to the secretaries of the 320 clearing 
houses in the country asking them to- 
communicate with all members of their 
local clearing house association in order 
to find out which amount they are using 
on their remittance letters as well as the 
amount they prefer—$10 or $20. 


These two surveys will enable us to. 
arrive at a definite conclusion as to which 
amount should be recommended to the: 
banks of the country. 


Key to the Numerical System 


We still have a limited number of 
copies of the latest “Key ts the Nu- 
merical System” which has been revised! 
and brought up to date. This Key con- 
tains a numerical and alphabetical list 
of banks in the United States and should 
be used by every banking institution in 
the country, as considerable time can be 
saved by using the A. B. A. transit num- 
ber in listing your items. 

The value of the Numerical System: 
has been clearly demonstrated in the past: 
ten years by its almost universal use. 
If you are without such a Key or are us- 
ing a back number, we urge you to place 
your order at once before our supply is- 
exhausted. The cost of this Seventh 
Edition is $2.50 and will be mailed parcel. 
post prepaid on receipt of instructions, 
to the Secretary of the Clearing House: 
Section of the American Bankers Asso- 
ciation, 5 Nassau Street, New York. 


Special Committee on 
Examinations 


James Ringold, president of the 
Clearing House Section, American 
Bankers Association, has appointed the 
following committee to be known as 
the Committee on Clearing House Ex- 
aminations: A. O. Wilson, vice-presi- 
dent, State National Bank, St. Louis, 
Mo. (Chairman); W. D. Vincent, pres- 
ident, Old National Bank, Spokane, 
Wash.; Nathan Adams, vice-president, 
American Exchange National Bank, 
Dallas, Texas; J. R. Kraus, vice-presi- 
dent, Union Trust Company, Cleve- 
land, Ohio; and Wayne Hummer, pres- 
ident, La Salle National Bank, La Salle, 
Ill. The work of this committee will 
consist of furthering in every way pos- 
sible the extension of the Clearing: 
House Examiner System, 


CLEARING HOUSE SECTION 


April, 1923 JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


YALE means 
More than Security 


T is quite as important to 
know that the bank locks 
you install will continue to 
function smoothlyyear after 
year, as it is to know that 
those locks represent the 
highest ideal of security. 


Yale Bank Locks have 
never failed in protection 
—that is unquestioned—and 
their exceptional mechanical 
excellence assures the cer- 
tainty of dependable, ready 
action for generations. 


Specify: 
Yale Triple Time Locks 


Yale Side Shaft 
Combination Locks 


Yale Safe Deposit Locks 


Yale Made is Yale Marked 


The Yale & Towne 
Mfg. Co. 
Stamford, Conn., U.S. A. 


~YALE- 


James Forsyth, for many years in 
charge of the foreign department of The 
First National Bank, Los Angeles, has 
become vice-president of the California 
Bank, Los Angeles. 

Merchants & Farmers Bank of Kis- 
simmee, Florida, of which J. Wade 
Tucker is president, has enlarged its 
directorate by electing the following as 
directors: George W. Persons, Marvin 
M. Miller, F. C. Bryan and Forest Lake. 
The latter is president of Seminole 
County Bank of Sanford. 


vz 


The Young Depositor 
and George Williams 


From a letter in the archives of the 
Chemical National Bank 


‘When I started in business I sought 
the strongest bank in New York, but I 
had grave doubts whether such a big 
institution would consider a budding 
business man a desirable depositor. 


**To my surprise the president, Mr. 
Williams, received me with genuine 
terest and cordiality 

my hand and remarked in his quiet, 
kindly way: ‘This bank has been built 
up by such men as you who have come 
to us when their beginnings were small 
and remained with us when their affairs 
grew large.’” 


Close relationship between the Bank and 
its depositors has always been a prime 
consideration. 


Seeking New Business On Our Record 


GHEMICAL 


BANK 


OF NEW YORK 
Founded 1824 


BROADWAY AND CHAMBERS, FACING CITY HALL | 


Death of Milo D. Campbell 


Milo D. Campbell of Coldwater, 
Michigan, who dropped dead on 
March 22 while playing golf at the 
Columbia Country Club, Washing- 
ton, D. C., had only a week before 
taken the oath of office as the “dirt 
farmer’’ member of the Federal Re- 
serve Board. His appointment had 
brought to an end a long period of 
agitation over agricultural repre- 
sentation in the Board and over the 


propriety of any special class rep- 
resentation in the supervisory body 
of the Reserve System. His de- 
mise leaves two vacancies in the 
Board, as D. R. Crissinger, appoint- 
ed Governor of the Board some 
time ago still continues acting as 
Comptroller of the Currency pend- 
ing the appointment of his success— 
or in the latter office. 
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LOST—$250,000 
In Your Community 


Is your community big enough to 
employ a total of 800 industrial 


workers? 


If so, and if your community is 
similar to many others, $250,000 
was lost in your community last 
year. 


And $250,000, or more, will be lost 
this year. 


This loss is loss on payroll invest- 


ment—loss caused by money paid 
out as wages not coming back in 
productive effort to the employer. 


Not coming back because the 
workers to whom it is paid do not 
take enough Interest-in-the-Job 
to return value received. 


Not coming back because the 
workers, due to unsound motives, 
believe that the more they get and 
and the less they give, the better 
off they are. 


The average town of 50,000 pop- 
ulation probably has 3200 indus- 
trial workers. And a payroll loss of 
one million dollars per annum! 


These great losses, which affect 
not only employers, but also the 
employees, and every business 
house, and every bank, can be 
prevented through the practical, 
personal education of workmen to 
inculcate sound motives, loyal co- 
operation and responsibility. 


“‘The Viewpoint of the Employee is the 
Most Neglected Asset in Industry” 


SHERMAN SERVICE, Inc. 


Industrial Co-ordination—Production 


NEW YORK 
2 Rector Street 


CHIC 
208 South La Salle St. 


PHILADELPHIA 
1011 Chestnut Street 


BOSTON 
10 State Street 
AGO ST. LOUIS 
314 Broadway 
CLEVELAND 
Park Building 


Engineering 


DETROIT 

First Nat'l Bank Bldg. 
TORONTO 

10 Adelaide Street, East 


MONTREAL 
Drummond Building 


This is Number 4 of a series of announcements published to convey a clearer knowledge 
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An able 
Director of Business 
Now available 


HERE is now available a man of 

high executive ability, who for 
many years has been active president 
of a famous concern manufacturing 
trade-marked food products with a 
world-wide market, amounting to 
millions of dollars annually. 
For the reorganization, or for the 
economical and successful manage- 
ment of a business that requires a 
wide knowledge of markets, sound 
judgment and unusual organizing 
ability in finances, production and 
selling, this man would prove inval- 
uable to bank, bankers, or trust com- 
panies who have such interests in 
hand. 
Highest credentials. All communications 

strictly confidential. 
Federal Advertising Agency 
New York City 


For Sale 


Large Debold iron safe, diménsions 60 inches 
wide, 45 inches deep, 6 feet 7 inches high, on 
wheels, double outer and inner door, with com- 
bination 21 4% inchx 45 inch x 18 inch burglar 
tool steel chest. 

This safe is in first-class condition, but on 
account of moving into our new store, we have 
no furthur use for it, and will sell for a very 
reasonable price. 


M.L. Parker Company, Davenport, Iowa. 


Business Changes 


The Dairyman’s Bank of Valley Ford, 
Calif., has elected the following addi- 
tional officers: C. A. Le Baron, here- 
tofore secretary and cashier, is now sec- 
ney cashier and manager ; 


Badashe, heretofore assistant cashier 
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AUDIT BUREAU 
OF CIRCULATIONS 


The business of the Audit Bureau of Circulations (an 
association of publishers, advertisers and advertising 
agencies) is—to verify the circulation statements of 


publications, 


—To analyze the circulation of publications 

—To show the advertiser at a glance just how much 
paid circulation any publication has 

—To show how the circulation was obtained 

—In brief to show the advertiser the probable value 


to him of the publication. 


Twice a year the publisher makes a detailed report 
to the Bureau on forms prescribed by the Bureau; once 
a year experts make an audit which includes an exam- 
ination of all details which may have a bearing in de- 
termining the actual paid circulation. 


So thorough does the Audit Bureau of Circulations 
make examinations that its figures are universally ac- 


cepted as safe and reliable. 


The Journal of the American Bankers Association is 
a member of the Audit Bureau of Circulations and copies 
of its circulation report will be furnished upon request. 


Journal of the American Bankers Association 
New York 


5 Nassau St., 


and assistant secretary, now assistant 
secretary, assistant cashier and assistant 
manager; P. G. Sholz, formerly cashier 
of the Bank of Tomales (now merged 
with The Dairyman’s Bank) is now as- 
sistant cashier and manager of the 
Tomales Branch; H. D. Holly, formerly 


Phone Rector 5080 


FIXTURES FOR SALE 


E are erecting a new 

Banking Office and 
offer for sale these White 
Italian Marble and Ma- 
hogany Fixtures, which will 
be ready for delivery about 
August 1, 1923. 


Address.— 


PONTIAC COMMERCIAL 
& SAVINGS BANK 


PONTIAC, MICHIGAN 


assistant cashier of the Point Reyes 
Station Branch of the Bank of Tomales, 
is now assistant cashier and manager of 
the Point Reyes Station Branch; W. c. 
Caporgno, assistant cashier at Tomales 
Branch, and A...T. Tiernan, assistant 
cashier at Point Reyes Station Branch. 


3 
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The Condition of Business 


HE nature of the revival in busi- 
ness which has been going for- 
ward at a particularly rapid pace 


is nowhere better revealed than 
in the movement of different kinds of 


A C T I 


prices. For several months past prices 
of basic industrial commodities, such as 
the metals, rubber, building materials 
and petroleum, have been moving up- 
ward rapidly, but in contrast the prices 


V ITY 


N DETROIT there are 172 companies listed as having incor- 
porated capitals exceeding one million dollars each. 


Aside from automobiles, accessories, tires, etc., for which 
Detroit is famous, the city is either a world leader or an import- 


ant producer of : 


Pharmaceuticals -- Adding Machines -- Stoves, Ranges and 
Furnaces -- Paints and Varnishes -- Marine Motors -- Machine 
Products -- Tobacco -- Meat Packing -- Brass and Bronze Goods 
-- Lumber and Timber Products -- Structural Iron Work -- and 


Printing. 


The products of these industries are sent to every corner of 
the world. Returning, there is a flow of credits through this 
bank that keeps our officers in close touch with these activities. 


FIRST NATIONAL BANK 


DETROIT 


MICHIGAN 


The First National Bank, the Central Savings Bank and the 
First National Company of Detroit, are under one ownership. 


of foodstuffs and most other farm yr d- 
ucts have little more than held their own, 
and for four months the general jevel 


of Labor index number has changed only 
slightly. 

It has been essentially an industria! re- 
vival and its basis, has been in the in- 
tensive activity in building and the pro- 
duction of railroad equipment and auto- 
mobiles. In the first two of these in- 
dustries the restrictions of the war pe- 
riod created shortages of such magni- 
tude that even the present high rate oi 
operations can continue for some time 
before demand is completely satisfied. 
This does not of course mean that the 
present rate of operation will continue, 
for other restrictive forces, such as pro- 
hibitive prices, may become operative. 

The boom in these fields has carried 
with it a considerable degree of general 
prosperity. In the activity of the con- 
struction industry is involved not simpl\ 
the industry itself, but all manufacture 
of building material, from stone, lumber, 
steel and cement, to hardware and paint. 
Active production of automobiles and 
railroad equipment brings activity to. the 
iron and steel industry, the rubber indus- 
try. Workers in these fields become 
spenders and create a market for textiles, 
for more automobiles, for all types of 
retail merchandise. In short the whole 
of business takes an upward turn and 
even the farmer feels the revival as evi- 
denced by sales of mail order houses in 
February 40 per cent. higher than in 
February, 1922, and not far behind the big 
sales of February, 1920, if we make any 
allowance for price changes. 


Farmer and Foreign Markets 


Farm prices, with the great exceptions 
of cotton, sugar and a few others, in- 
fluenced by short crops, have not risen 
with other prices. The reason is diff- 
cult to explain satisfactorily except on 
the ground of the absence of any power- 
ful propulsion upwards such as_ has 
been operating in industrial fields. The 
commonly cited reason for the lag in 
prices of farm products behind other 
basic commodities is the absence of for- 
eign markets. The talk on this matter 
has been so hazy that a review. of the 
facts is desirable: 

The primary fact in this connection is 
that exports of farm products are now 
considerably larger in physical volume 
and in proportion to the country’s total 
output than they were before the Euro- 
pean war. 

The proportion of various domestic 
crops exported is shown in the follow- 
ing table from the Federal Reserve Bul- 
letin. Besides farm products the table 
shows the proportion of exports of a 
number of other basic commodities. 


AB. 
Te Ad 
, 
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Percentage of Domestic Production Exported 


Commodity 1913 1920 1921 1922 
Wheat .ccccccccccce 13.0 24.7 34.4 19.2 
Wheat flour ........ 10.5 18.1 13.9 12.0 
1.9 4.2 5.7 
Cotton cccccccccccce 60.8 45.8 81.4 61.4 
46.6 29.6 48.2 32.5 
Beef 2.3 8 
Pork and lard ...... 15.9 24.3 24.9 20.6 
Bituminous coal..... 3.8 6.0 5.0 2.7 
Copper ..ssscecece 66.8 45.6 *117.9 66.5 
Gasoline .....seeeee 9.8 8.1 10.3 9.3 
Kerosene 57.8 37.5 38.5 38.8 
Gas and fuel oil .... 9.6 9.3 8.7 6.5 


Three facts stand out clearly in this 
table: (1) The proportion of exports of 
farm products in 1922 was in general 
larger than in 1913. (2) The proportion 
of exports was somewhat smaller than 
in 1921, particularly in the case of wheat. 
(3) Other basic commodities show in 
general a less favorable export position 
than farm products. 

These facts seem to make it clear that 
the relative prices of farm products and 
other basic commodities is to be sought 
in domestic rather than foreign causes. 
Probably the reaction from shortage con- 
ditions in industry has much to do with 
high prices of commodities basic to in- 
dustrial production, while on the other 
hand there has been no accumulated 
shortage of foodstuffs. 


Leaving the Farm 


The Cornell University branch of the 
Department of Agriculture, as the result 
of a survey, reports that during the 
past 12 months about 34,000 men and 
boys left the farms of New York State 
to work in towns and cities and only 
one-fourth as many left the cities to go 
to work on the farms. The estimated 
number of people on the farms de- 
creased 4 per cent. during the year, a 
rate of movement exceeded only once 
in recent years, in 1917. This move- 
ment from farm to city does not neces- 
sarily mean that the country is going to 
the dogs. There has been such a move- 
ment for many years. In New York 
State, for example, there are now about 
two-thirds as many people living on the 
farms of the state as there were in 1840. 
Throughout the country the proportion 
of the population engaged in farming 
has steadily decreased. The truly signi- 
ficant fact in this connection is that the 
production of farm produce per capita 
of total population is as large as it was 
the middle of last century. More effi- 
cient farming methods have reduced the 
proportion of the population needed on 
the farm. 

However, while we may find logical 
explanation for the movement from the 
farm in general this year’s exceptional 
movement is of course evidence at pres- 
ent of unsatisfactory rural conditions. 


The British Farmer 


The farmer in England has faced 
much the same conditions as the farm- 
er here. The following quotation from 
a speech of Sir Herbert Hambling 
shows the situation: 

“T wish the Chairman had had more 


“Exports greater than production, due to 
marketing of stocks carried over from previous 
vear, 


time to deal with the question of Agri- 
culture. That today is a very burning 
question, and I cannot help thinking 
that unless the Government can do some- 
thing, there is a very bad future for 
farmers and the agricultural interests in 
this country. At the present time, al- 
though, as the Chairman suggests, some 
relief in rating, some concession as re- 
gards freights, will do something, it will 
not do enough. The farmer today is in 
this position, that he cannot produce at a 
profit the corn (wheat) that he grows. 
He has not got down to an economic 
wage at the present time. The wages of 
the East Anglican farm laborers are 
now 25s. a week—25s. a week for a 


Making 
Suit Cases 


laborer and his wife, and perhaps three 
or four children. Think of that: yet 
even that wage is more than the farmer 
can afford to pay. The unfortunate la- 
borer can hardly exist and I cannot help 
thinking that the big fall that has taken 
place in the wholesale article has not 
been properly reflected in the retail arti- 
cle. I do not think you can buy as much 
as you should for your money. Some- 
thing will have to be done for the farm- 
ing industry, or they will as a body re- 
fuse to grow corn. Financially, they will 
pull through, but they will lay down 
their fields to permanent pasture, they 
will get rid of 50 per cent. of their labor 
and of their horses.” 


the largest market in the United States for 


Trunks and Bags 


Q During 1922, despite rather unfavorable con- 
ditions, the aggregate volume of business in 
trunks and bags was more than five million 
dollars. St. Louis sales for 1922 on all principal 
lines of trade totaled $1,326,793,000. The vear 
1923 will likely far exceed this amount. 


@ Banks, corporations and individuals requiring St. Louis 
connections are invited to avail themselves of the modern, 
comprehensive service offered by the Mercantile Trust 
Company — a service which is helping to increase the vol- 


ume of St. Louis business. 


splendidly equipped 
departments insure @ 
satisfactory service. 


Bond 


Rerevve rtem 
EIGHTH AND LOCUST 


Banking 


Corporation 


Real Estate Loan 
Real Estate | 
Public Relations 


Safe Deposit 
Savings 
Trust 


SAINT LOUIS 
Capital and Surplus $10,000,000 


4 
C ~ 
Saint 
Louis— 
Mercantile Trust Compan 
= Jupervision 
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The Building Boom 


Building permits granted during Feb- 
ruary in 149 cities reached the largest 
figure on record for that month and 
were larger than the monthly average 
for 1922. The gain over February, 1922, 
was 63 per cent. 

An estimate of the probable value of 
construction in 1923 published in the In- 
dex of the Associated General Contract- 
ors of America places the total at over 
five billion dollars as compared with less 
than four billion in 1922. A large in- 
crease is predicted in construction of 
business buildings, schools, and public 
buildings, and religious and memorial 
buildings; and a decrease in residential 
building. The following table compares 
estimated totals for 1923 with computa- 
tions for 1922. 


Classification Estimate for 
1922 1923 
Residential ..... $1,788,011,733 $1,586,006,000 
Business ...... 661,526,933 993,930,000 
Schools and pub- 
lic buildings .. 452,393,867 876,034,000 
“Industrial ...... 433,466,800 548,037,000 
Religious and me- 
114,716,667 430,724,000 
Social and recre- 
ational ....... 146,223,600 428,399,000 
Hospitals and in- 
stitutions 115,505,067 259,414,000 
Total ...... $3,711,844,667 $5,116,544,000 


Building Costs 
‘ 
The large amount of actual and pros- 
pective building has forced the produc- 
tion of materials to record figures and 
raised prices to the point where it now 
costs about $10,000 to build a home that 
would have cost $5,000 before the war. 
In the past year prices of materials have 
increased about 25 per cent. Wages 
were never reduced appreciably from 
1920 levels in the building trades and 
have stiffened recently. Not only have 
prices, both of materials and labor, in- 
creased, but considerable difficulty has 
been experienced by builders in getting 
materials and workers for certain types 
of construction. 


Limiting Public Building 


On March 16 Secretary Hoover sent 
the President a careful analysis of the 
current building situation in which he 
recommends curtailing the amount of 
public building in order to make _ the 
situation easier for private builders. 
Secretary Hoover argues: 

“For the Government to enter into 
competition at the present moment will 
give no additional employment to labor 
and no additional production of mate- 
rials, but must in the broad sense in the 
end displace that much private construc- 
tion. The Governments, nationally and 
locally, are in a much better position to 
hold construction work in abeyance than 
are private concerns, and are in better 
position to speed up in times of less de- 
mand, as we did in the last depression as 
the result of the unemployment con- 
ference. We can by this means con- 


tribute something to a more even flow of 
employment not only directly in con- 
struction work, but 
trades.” 


in the material 
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He concludes his letter by recom- 
mending that different divisions of the 
Government undertake no new construc- 
tion for the present and slow down work 
now in progress, 


Automobile Production 


Along with the building boom has 
gone record production of passenger au- 
tomobiles. The rate of production for 
February set a high figure of 11,000 cars 
per working day and in spite of the 
shortness of the month the total output 
has been exceeded in only one previous 
month, June, 1922. 

_A curious feature of current produc- 
tion is the fact that production of trucks 


we 


The Hew Nicollet Hotel 
Minneapolis, Minn. _ 


April, 1923 


with previous figures. As in the case of 
building, the greatest demand is from in- 
dividuals, The demand for dwellings js 
paralleled by the demand for passenger 
cars. 


Production Generally Higher 


_ The dailyoutput of pig-iron and steel 
ingots was higher than at any time since 
the business recovery began in midsum- 
mer of 1920. Cotton consumption in 
mills producing thread and cloth, wool 
consumption, sugar meltings, wheat flour 
milled, cement production; all these and 
is not exceptionally large as compared 
other commodities are running well 
above normal. 


“3 
Holabird & Roche 
Architects, Chicago 


We Helped Minneapolis 
Finance This Hotel 


{| Knowing one’s limitations is wisdom. 


q Minneapolis knew she needed a new, 
« distinctive hotel of 635 rooms. 


{] She knew such a hotel would cost 


$3,500,000. 


q She knew, too, she could not afford to 
fail—for one failure in such a financial 
project means the loss of that project. 


So, Minneapolis played safe by calling in the 


Hockenbury System Incorporated to direct the 
financing of their New Hotel. 


q One week and the job was done ! 
q Has your city a hotel financial problem ? 


Have you read “Modern Hotel Financing ? 


It’s an interesting story, on an interesting sub- 
Your copy is waiting. 


1 ject. 


It’s free! 


= ‘Ghellockenbury System Incorporated = 


Penn-Harris Trust Bldg., Harrisbu rg,Penna, 


=] 


= 


| 
= 
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A High Honor Accorded— 


The Inventor of 


New Improved 


DWARD LONGSTRETH 
Medals are given by the Frank- 

lin Institute of Philadelphia in re- 
cognition of such great scientific or 
mechanical achievements as are found 


MERTON L. COREY 


New Member of the Federal Farm 
Loan Board. 


Car Shortage Growing 


Active business has been reflected in 

‘ heavy freight movement and the re- 
ported shortage of freight cars has in- 
creased from about 70,000 to 85,000 cars. 
Freight delay is frequently reported, 
particularly in the case of building ma- 
terials. A truly serious shortage of cars 
will be difficult to avoid if there is no 
let-up in business expansion as the usual 
seasonal increase in shipments takes 
place. There has been much improve- 


ment in recent months in operating effi- to be a valuable contribution to civilization. The Institution 

ciency but there are distinct limits to selects its own subjects for investigation and medals are given 
Short of equipment, and trafie has been | fly after thorough research and proof of the article’s merit. 

toe Ge = of = — records The Edward Longstreth Medal of Merit was recently awarded 

, Mr. E. J. Brandt, Inventor of the Brandt Automatic Cashier. 

Financial Position Sound Another honor of which we are proud is the endorsement of 


Business expansion continues to go for- Brandt Automatic Cashiers by over 26,000 users from Main 


ward with only moderate additional ex- Street to Broadway. 
tensions of bank credit. Loans of banks 
for commercial purposes have risen by 
perhaps a billion dollars, or between 5 


The reason bankers find the Brandt a wise investment is because it saves 
time, assures accuracy, is simple and durable—a great improvement over the 


and 10 per cent., in the past few months, old head and hand method of making change. 
but this increase has been partly offset H. P 

er lave your secretary mail the coupon for copy 
by decreases in investments held by of booklet: “When Minutes Mean Dollars.” 


banks, so that the total amout of bank 
credit outstanding as measured by the 


total loans and investments of banks C~Jhe 


shows a smaller increase. Thus far the 
banks have been able to take care of the 
needs of business with little additional 

Reserve 


horrowing from the Federal 
Standardized by Dankers Everywhere 


Banks. In the past 30 days there has 
Serving Bankers, Retailers, Paymasters 


been a negligible increase in the total 
BRANDT MANUFACTURING CO. Wis. 


garning assets of the System. 
Send Copy of Booklet: ‘‘When_Minutes Mean Dollars’’ 


New Improved 


_One of the most hopeful aspects of the [ 
situation is the cautious attitude of most | 
business men. The note of warning ' 
against credit inflation is being sounded | 
constantly, and that speculative over- |! 

' 
' 


results in 1920 is almost absent today. 
We no longer feel that the war so al- 


«| 
=, 
| 
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Mexican Banking 
(Continued from page 664) 


has been felt in Mexico since the estab- 
lishment of the monetary system of the 
country on a purely metallic basis. Not- 
withstanding the high rates of interest 
which the banks at present in operation 
charge on their loaning transactions, it 
is evident that their profits are not in 
proportion to their interest charges, 
since a considerable amount of cash 
against deposits must be held by every 
conservative institution. This is done in 
order to promote confidence among de- 
positors and to keep the banks as liquid 
as possible in case of emergency. 


No Signs of Development 


With the exception of the opening of 
a small banking house in the port of 
Salina Cruz and branches of the Bank 
of Montreal in Veracruz and Puebla, no 
reports have been received which would 
indicate that there exist signs of bank- 
ing development in Mexico at present. 

As stated before, the establishment of 
a central bank of discount and issue has 
been discussed in Mexico since the 
Querétaro Convention, but not until the 
beginning of 1923 were definite steps 
taken by the government in the matter. 
Article 28 of the Querétaro Constitution 
provided for the establishment of a sole 
bank of issue, “intended to meet the de- 
mand of the economic evolution of 
the country and to avoid the abuses re- 
sulting from a plurality of banks of is- 
sue and the economic disturbances which 
such a system produced.” A recommen- 
dation for an amendment to that article 
*was, however, proposed by the Execu- 
tive, in a bill submitted to the Mexican 
Congress on February 1, 1921, the pro- 
visions of which postponed the establish- 
ment of the sole bank of issue provided 
for in article 28 of the Mexican Consti- 
tution of 1917, and authorized the Presi- 
dent to establish instead, not to exceed 
eight minor banks of issue in various 
cities of the Republic. 

This bill was not approved by Con- 
gress, but on January 20, 1923, a law 
was enacted providing for the establish- 
ment of a single bank of issue. Hopes 
have been expressed in Mexico that this 
institution will be in operation within a 
short period of time. According to the 
project, the bank will be called the Banco 
de México and will start operations with 
a capital of 25,000,000 pesos which may 
be increased to 100,000,000 pesos. The 
charter of this institution is to be grant- 
ed for 15 years subject to renewal by 
legislative decree. The Federal Govern- 
ment of Mexico will own 51 per cent. of 
the captial and the profits of the institu- 
tion will be distributed in a like propor- 
tion. The Board of Directors will be 
elected by the private stockholders, but 
the government will appoint the Mana- 
gers and the Secretary of the Treasury 
will act as the Chairman of the Board. 
Furthermore, the government will have 
the right to vote on the resolutions of 
the Board when they refer to any trans- 
action amounting to 5 per cent. of the 
bank’s capital or when the operation is 


Guaranties of Security 


“The People's 
Messenger” 


195 Broadway 


he research establishment of the 
American Telphone and Tele- 
graph Company is one of the 
most extensive in the world. Its 
work results in economies, in- 
creased efficiency and new 
developments. 


The stock of the company is that 


of a nation-wide system, highly 
diversified, dependent on no one 
company or section of the 
nation. It is the outgrowth of 
a service which is indispensable, 
and for which there is no sub- 
stitute,and of a business which is 
relatively independent of pros- 
perity or depression. 


These things are guaranties of 


security and safety. 


A.T.&T. pays 9% dividends 
on over $700,000,000 of stock 
outstanding. Today the 
stock can be bought in the 
open market to yield ap- 
proximately-7%. Full 
information [sent on 
request. 


BELL TELEPHONE 
SECURITIES CO. ine 


D.E. Houston, Pres. 
NEW YORK 


Abril, 1923 


= 
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of such a nature that it might result in 
affecting the economic status of the coun- 
try. The government will also have the 
right to vote on operations entailing new 
issues of bank notes. According to the 
proposed plan, the notes of the Banco 
de México will have free circulation and 
the public will not be compelled to ac- 
cept them. The total amount of notes 
issued added to the deposits payable on 
demand or within three days, shall not 
exceed twice the amount of cash and 
bullion on hand. As a compensation for 
the note issue privilege, the Banco de 
México will allow interest on govern- 
ment’s balances, at the rate equal to one- 
third of the discount rates fixed by the 
bank, provided that such rates do not 
exceed 12 per cent. per annum. The 
government is responsible for the pay- 
ment of the bank’s notes according to 
another provision of the plan and the 
Federal Government will have the right 
to purchase ail shares in the hands of 
private individuals after 15 years of op- 
eration. 


Not Like Our Reserves 


Although it has been repeatedly 
stated in several papers that the project 
for the establishment of a central bank 
in Mexico has been patterned after the 
American Federal Reserve system, ac- 
cording to the provisions of the proposed 
law no indications can be found that 
such connection exists. It is only nec- 
essary to understand the influences af- 
fecting the framers of the project when 
they considered it, in order to reach the 
conclusion that the project is almost 
totally European, as it has many points 
of similarity with the European type of 
official banking institution. 

In the first place, the law providing 
tor the establishment of the Banco de 
México was not approved after a period 
of analysis and discussion of financial 
conditions prevailing in that country. 
This law is not a result of investigations 
made by a certain committee of experts 
but a product of short discussions be- 
tween the legislative and political bodies 
of Mexico and it can hardly be con- 
sidered as the adoption of a well defined 
system intended to rebuild the credit ma- 
— of Mexico on a sound and solid 
asis, 


Co-operative Marketing 


The situation in regard to co-operative 
marketing in North Dakota is thus 
summed up by W. C. Macfadden, Sec- 
retary North Dakota Bankers Associat- 
tion: 

_ “Efforts in connection with co-operat- 
ing marketing in North Dakota have not 
been very successful. This has been a 
live subject for forty years to my knowl- 
edge out here and all sorts of plans have 
been proposed and attempted, but we 
have yet to learn of something that will 
bring the desired results. A new organ- 
ization has just been formed for the pur- 
pose of regulating prod:ction and mar- 
keting. The plan of this new organiza- 
tion is to interest all farmers and busi- 


VER 400,000 individuals 
in 1922, used 


American Express 
Travelers Cheques 


The American Express chain of International Offices 
circle the globe. 


90% of American travelers abroad use them. The 
expert traveler’s first move in a foreign land is to establish 
connections with the American Express Office, agent or 
representative. It is his direct and personal connection 
with home. He gets his mail there, learns of local condi- 
tions, changes his travelers cheques into the money of the 
land, meets other Americans; and, most important, he 
knows that whatever his needs or desires, personal or busi- 
ness, American Express can and will offer ready and expert 
assistance with truly American efficiency and pleasure. 


This is the result of many years experience. International 
crises, war, financial and business panics, have proven the 
splendid service to travelers of these foreign offices of 
American Express. It is a name, as it is a service, to keep 
close to abroad. 
The reputation of American Express as an International 
Banking and Travel Institution in every country of the 
world has made American Express TRAVELERS 
CHEQUES the recognized and insured money of all 
nations. Better than good American gold — because 
they are safe. 

Responsibility for the peace of mind and financial 

protection of the American traveler abroad begins 

at the bank which sells him his travelers cheques. 
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ness men, including bankers, so that ar- 
rangements can be perfected for holding 
back grain and feeding it out so that the 
price will be regulated. It looks to me 
like an impossible proposition and yet it 
is the only plan to my mind that will 
work out so far as grain is concerned, 
but the trouble lies in interesting all of 
the farmers, bankers, etc., and in having 
them follow the instructions that are 
given. The price of grain can never be 


regulated until it is held back, either in 
public warehouses or on the farms, and 
marketed in an orderly manner so that 
the price will be maintained. As it is 
now, the bulk of the grain is thrown on 
the market in a very short period im- 
mediately after threshing, and then when 
the grain is in the hands of the specu- 
lators it is manipulated to suit their in- 
terests without giving any consideration 
to the farmer.” 
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